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A sensational “#LEX trade-in off 


See et bp he 


that means 


GREATER LOAD BUILDING OPPORTUNIT 


(Offer good only ’til October 20, 1938) 


The CARLTON 8-unit Electric model. Stainless steel 
range body—4 gallon water tank with Automatic 
Filling Device and Thermostatic Heat Control sup- 
plies hot water (190°) at high speed. Brews as few 
as 12—or as many as 396 cups per hour. 


All Silex tank models are equipped with Solenoid 
valve water control. Installed on the cold water feed 
line, this exclusive feature eliminates any possible 
trouble from alkaline deposits. When ordering tank 
models, either gas or electric, specify voltage—type 
of current (A.C. or D.C.)—and cycles, for the Sole- 
noid valve. 


Here are two important reasons why the Silex trade-in 
plan can boost your load. 


GENEROUS TRADE-IN ALLOWANCE ON MODELS 
TO MEET ALL REQUIREMENTS 

$35.00 allowance on 8-unit model with built-in 
hot water tank. 

$20.00 allowance on 
hot water tank. 

$5.00 allowance on ROYAL 4-unit model. 

$4.00 allowance on ROYAL 3-unit model. 

$2.00 allowance on TRAYMORE 2-unit model. 

Stainless steel ranges on all except the lowest priced 

model. 

These trade-in allowances apply only on models com- 

plete with glassware. 

All Silex Commercial Models now furnished with the 

sensational new upper bowl handle, simplifies handling 

of hot upper bowl . . . famous Silex patented filter; 

fastened securely, it is the only method that insures 

clear, clean coffee free of all sediment . . . Pyrex 

Brand Glass. 

Regular list prices from $17.45 to $228.45. 


4-unit model with built-in 


@ | 


The CARLTON 4-unit Electric model. Stainless 
range body. 4 gallon hot water tank. Storage 
warming capacity up to 48 cups. Will efficiently 
from 12 up to 240 cups per hour. 


1. Generous trade-in allowances up to $35 
and added incentive to install now . 
coffee with your current. a 

. Silex equipment increases food and coff 
as much as 100%, is often in use 24 
day, thus lengthening the period of ¢ 
consumption. 


So take advantage of the generous Silex 
plan . .. push these Silex Commercial Mod 
you boost your load. 





FREE 
BOWL HOLDER 


with everytrade-in! 
This Moldex rack offers a 
convenient simile place to 
store upper bowl. It may be 
fastened on the wall or back- 


bar... 

And it is FREE with every 
one of these trade-in models. 
Additional racks can be pur- 
chased at $1.50. With carry- 








ing handle $1.95. 





THE SILEX CO., Dept. P., Hartford, Conn. 


Without any obligation send me full details of 
special trade-in pian. 
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REE TYPES 


9 matter what your heating requirements are, 
may safely specify ‘Grinnell Thermolier.” For 
y years of heating experience are back of 
molier's three types and thirty sizes. Thus each 
molier installation is “tailor-made” to fit the exact 
irements of an individual building and an indi- 
al heating condition. Each model, each size, em- 


the exclusive Thermolier Internal Cooling Leg 


SIRIUN IN TEVEIL 


THE UNIT HEATER WITH 


 JNDUSTRIAL TYPE 


_ DELUXE TYPE 


THIRTY SIZES 


which continuously drains “lazy water,” keeps all 


of the heater working, all of the time . . . plus thirteen 
other exclusive Thermolier features. You can count 
on heating satisfaction and fuel savings wherever 
you install Thermoliers. Write for the Thermolier Cata- 
log. Grinnell Company, Inc., Executive Offices, 
Providence, Rhode Island, Branch offices in & 


principal cities of the U. S. and Canada. 


HERMOLIER 
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IN THE CAUSE 


OF BETTER SERVICE . 


Proper planning enables our Electric Utilities to provide their 
excellent service in time to meet the increasing public demand. 
In the same manner, the equipment manufacturers anticipate 
the demands of every part of the plant. This is accomplished by 
constant laboratory research and development of production 
equipment. The Okonite Company is always ready with the 
right kind of cable to meet new service demands. Its facilities, 
too, are constantly functioning in the cause of Better Service. 


GM THE OKONITE COMPANY 4@A 


Founded 1878 
EXECUTIVE OFFICE: PASSAIC, NEW JERSEY 
HAZARD INSULATED WIRE WORKS DIVISION THE OKONITE-CALLENDER CABLE CO., INC. 


New York Boston Seattle Buffalo Chicago Dallas Detroit Atlanta 
Philadelphia Los Angeles Pittsburgh St. Lovis Washington San Francisco 





OKONITE QUALITY CANNOT BE WRITTEN INTO A _ SPECIFICATION 
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Pages with the Editors 


g eos is a considerable difference of 
opinion among rate experts, state commis- 
sioners, and others as to the reasonableness of 
rates charged by electrical utilities for whole- 
sale service to the increasing number of rural 
electrification codperatives which operate, of 
course, on a nonprofit basis. Some conserva- 
tive utility men seem to regard these new- 
comers as potential, if not actual, business 
competitors and feel that a private utility 
company should be under no moral or legal 
obligation to do them any favors in the mat- 
ter of charges for wholesale supply. 


THERE are even a few of the old school who 
would invoke the disputed regulatory prin- 
ciple that a utility is under no obligation to 
serve its own competitor. Here, however, one 
is likely to get over his depth in complex dis- 
tinctions between what constitutes legal com- 
petition, what constitutes competitive terri- 
tory, and so forth. 


GoInc to the other extreme, there are the 
liberals who insist that rural electrification, be- 
cause of its social benefits and freedom from 
the profit motive, ought to be supplied with 
power by private utilities at out-of-pocket or 
increment cost—leaving the rest of the utility’s 
consumers to take care of overheads, fixed 
charges, and return. They say that if serving 


FERGUS J. MCDIARMID 
An insurance man looks at railroad securities. 
(SEE Pace 355) 
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W. CLARENCE ADAMS 


Is rural power a social rather than a utility 
service? 


(SEE Pace 368) 


the sparse rural sections is as unprofitable as 
the private utilities claim, they ought to be 
glad to have nonprofit codperatives take this 
undesirable retail distribution business off their 
hands, and be glad for that reason to sell them 
wholesale power at cost. 


As the Kentucky Public Service Commis- 
sion recently stated in considering this ques- 
tion (19 P.U.R.(N.S.) 27, 29): 

“We have specially considered the claim 
that service is being rendered to others 
under substantially the same conditions and 
that a distinction in rates would grant an 
unreasonable preference to the farm groups 
and impose an unfair burden on other utility 
customers . .. the commission is unable to 
find anything in the law or in the evidence 
submitted which would support a finding 
that the proposed classification and rate are 
unreasonably discriminatory or inconsistent 
with sound development of the electric busi- | 
ness ... The very fact that the general a> ~ 
sembly in its wisdom saw fit to pass an act | 
designed to promote the development of © 
rural electrification through the formation | 
of rural electrification nonprofit coopera 
tives, virtually exempt from _ taxation, 
would warrant, within itself, the establish- 





o maintenance worries when SAFE, dependable 
gL SEAMLESS goes into your Power Piping job 


er plant engineers and maintenance men all over 
country have long looked with favor on J & L 
nless Pipe, forthey know its reputation for depend- 
service, safety and strength. Hundreds of success- 
installations in factories, power and processing 
nts prove the remarkable operating efficiency and 
excellent workability of this high quality pipe. 
ach length of J & L Seamless is manufactured from 
lid billet of specially selected steel, uniformly heat- 
correct rolling temperature. The high quality of 
steel and the J & L Seamless process assure the 
htamount of ductility for easy bending, coiling and 


upsetting — plus the strength and ruggedness that give 
long life and extra safety. 

You can depend upon J & L Seamless to carry the 
load. There are no weaknesses to invite trouble or 
cause plant shut-downs. Specify J & L Seamless Pipe 
for all future power and process requirements — and 
for replacement jobs as well. You'll find that J & L 
Seamless stands up under the most severe treatment, 
gives years of trouble- 
free service and saves 
money in lower main- 
tenance costs. 








JONES & LAUGHLIN 
STEEL CorPoRATION 


Amenican inow ane Sree. Woane 
PITTSBURGH. PENNSYiVANI 


MAKERS OF HIGH QUALITY IRO 
AND STEEL PRODUCTS SINCE 185 





PAGES WITH THE EDITORS (Continued) 


ment of a special class of service for such 
organization by the commission.” 


¥ 


We if simply farming out the farm 
business to the codperatives were all 
there was to this rural electrification move- 
ment, probably a good many private utilities 
would be willing to say “Amen” and even 
“Hurrah.” They might even be willing to suf- 
fer the small losses which inevitably creep 
in through overheads and other unaccounted 
items whenever an attempt is made to keep a 
certain class of business on an increment cost 
basis. They might be quite willing to write 
such losses off against good will and public 
relations—in order to keep a small but very 
articulate minority contented. 


But there are a number of utility men who 
insist that the problem is not so simple as that. 
They claim that these codperatives are too 
often manned, managed, or promoted by agi- 
tators, who do not desire codperation from the 
utilities, but are really engaged in hatching 
little blobs of public ownership infection all 
over the hinterlands. Such utility operators 
fear that the township co-op of today will be 
county-wide tomorrow, district-wide the next 
day, and statewide thereafter. Under the cir- 
cumstances, they doubt the wisdom of trying 
to pacify, with preferential rates, a group 
which will not be really and permanently satis- 
fied with any rate, however low. 


THERE is probably much to be said for all 
these conflicting viewpoints and, doubtless, the 
factors vary widely in different situations and 
localities. And so we are presenting in this 
issue an article on wholesale power rates for 
electric codperatives by a writer who has re- 
cently been giving a great deal of his attention 
to the subject—W. CLARENcE ApAMs. Most 
regular ForTNIGHTLY readers are so well ac- 
quainted with the work of Mr. Apams that 
further introduction is unnecessary. He is a 
veteran newspaper man and magazine writer, 
specializing in agricultural subjects. He is at 
present located in Jonesboro, Ark. 


¥ 


W: can recall some years ago, during the 
Coolidge era, when pacifism was more in 
fashion among the liberals than it is today, a 
militant foe of Mars figured out on paper that 
the English government could buy so many 
coats, pants, cakes, ale, and what not for 
every man, woman, child, and dog in Great 
Britain for the amount it was then spending 
on national defense. Fascinating as such 
figures always seem, the statistician failed to 
point out that by such a liberal distribution 
of the good things to eat and wear, the gov- 
ernment would just about wreck the business 
of those who have these things to sell and 
from whom the government now derives its 
taxes to build battleships and so forth. 


ProBaBLy the private utility industry is not 
SEPT. 15, 1938 


EMERSON P. SCHMIDT 


Suppose everybody had kilowatts to burn— 
for nothing! 


(SEE Pace 378) 


such an enormous taxpayer as to wreck the 
Federal budget, such as it is, if it were put 
out of business overnight by free distribu- 
tion of electrical energy by the government, 
but there is the parallel thought that all gov- 
ernment largess must be supported by taxa- 
tion, and taxation is rooted in continued opera- 
tion of private commerce. This is just a 
thought to bear in mind as we read through 
the interesting and thought-provoking article 
written in this issue by ProrEssor Emerson P. 
Scumont, “If Electric Power Were Free.” 


ProFEssor SCHMIDT, since 1930, has taught 
in the School of Business Administration at 
the University of Minnesota. Prior to that 
he taught economics, labor problems, public 
utilities, and other subjects at Marquette Uni- 
versity, University of Wisconsin, and Uni- 
versity of Oregon. Born in Tavistock, On- 
tario, he holds degrees from North Central 
College, University of Toronto, and the Uni- 
versity of Wisconsin. He is the author of 
several volumes on matters of political 
economy and has written numerous articles in 
law journals and other periodicals. : 


¥ 


ERGUS J. McDrarmip, who writes our” 
F leading article in this issue, on the financial © 
outlook of the railroads, is also an alumnus 
of the University of Toronto. He is at pres- 
ent public utility analyst for the Lincoln Na- 
tional Life Insurance Company of Fort Wayne, 
Indiana. 


THE next number of this magazine will be 
out September 29th. 


Nar Chit pree 
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suild Profits—Not Costs 


ETTER Business is here! 


MTEEL Advances” .. . “Stock Market 
ins” . . . “Factory Employment and 
yrolls Increase” . . . “Half a Billion 
aned to Business June and July”... 
lectric Consumption Up”... are but a 
-of the many indicators pointing to- 
rd rapid recovery. 


LREADY many Public Utility Com- 
nies have felt the results of this up- 
rd trend—and have taken steps to capi- 
ize on it. For them, profits at no in- 
rased cost are practically assured. 


Remincron Rand’s many new develop- 
ments can help you, too, to keep your 
“Costs curve” down while your sales curve 
goes up! Whatever your present billing 
procedure, Remington Rand Billing equip- 
ment can assure you increased speed, 
greater accuracy—and save you money! 


Wuy not judge for yourself the truth of 
our claims. A free analysis of your present 
billing department requirements entails no 
obligation. Call or write the nearest 
Remington Rand office. 


Remington Rand Inc. 


Buffalo, N. Y. 
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ETER TRAY IN COUPE PERMITS 
RAPID COVERAGE OF SERVICE CALLS 





poly, 


sur ( ACCOMMODATES 
idge, GAS OR 
ELECTRIC 
METERS 
AS SPECIFIED 


For emergency meter service, the installation of the 4426 
Universal Meter Installation Tray in a standard coupe deck 
is recommended. The car can be used for sales calls or trips 
at any time since the outside appearance does not disclose 
it to be a service unit. The tray is 33% inches wide by 59 
inches long and is 10 inches deep. It slides on tracks and 
latches automatically into its open or closed position. Ad- 
justable and telescoping partitions increase its adaptability. 


argest Exclusive Manufacturer of Standard Utilities Equipment for Motor Vehicles 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MOoNnrTAIGNE 








ha 


“Our slogan: Volts for women 


¥ 


“The waters of the St. Lawrence are international 
waters. They serve to divide as well as to unite.” 


¥ 


“TI believe the economic base will gradually rise in any 
community where benefits of low-cost electricity are 
available.” 


* 


... engineering is a profession and not a trade. The 
labor union or trade union does not solve the engineer's 
problems.” 


“ 


¥ 


“My understanding is that Dr. (A. E.) Morgan now 
holds there is a difference between honesty in public of- 
fice and the ordinary garden variety. I see no distinction.” 


¥ 


“The little girl said that pins have saved millions of 
lives by not being swallowed. So may Congress render 
valuable service to the country, by the mere fact of not 
being swallowed.” 


¥ 


“Business has a platform which needs more widespread 
understanding. It is based not on theory, but on history 
of the accomplishments of private enterprise under the 
American economic system.” 


ss 


“The wage-hour law as now written leaves the impres- 
sion the administrator has dictatorial powers. We will 
prepare and introduce in the next Congress amendments 
designed to overcome its defects.” 


¥ 


“Unless properly restricted, it (investment trust) has 
potentialities of abuse second only to the holding company 
as a device for the further centralization of control over 
American industry and American finance.” 


12 
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Burroughs 
ELECTRIC DUPLEX CALCULATOR 


DOES THE \ 
COMPLETE JOB 


IN A SINGLE 
HANDLING OF THE 
FIGURES 


now 


This new Burroughs Electric Duplex Calculator— } N D I V i D U A L 


omplete with direct subtraction and two sets of 

accumulating dials—saves needless steps in han- T Oo T A L 
ling any accounting job. There isno second han- 
ling of the figures—no time or effort wasted. The 
wo following examples illustrate typical savings: IN LOWER DIALS 


INVOICING PAYROLLS = 


t calculates the extensions and Computes the gross pay of each A H H 

( t in lower dials 
ccumulates the results into a employee; totals various deduc- = 

- cy comperes tne hnane “Soetal at Bgeciner of the mer 8S edded to, or sub- 

. , , 

inus cay SS re -_ minus key, subtracts this total tracted from, the amount 
ount from the gross to give the from the gross to give the net pay in upper dials by touching 
ye A all in one handling RIA ag in one handling of the the plus key or minus key 


Uther calculating jobs can be handled with equal 


speed and simplicity. For a demonstration—or (e7°4 AND TOTAL 


full information—call the local Burroughs office. 
or the Net Result 


sURROUGHS ADDING MACHINE COMPANY 
6945 SECOND BOULEVARD, DETROIT, MICHIGAN i ev 
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or the Result of a 
Single Calculation 
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“Until the standards of conservative finance are 
adopted, public confidence in utility management may le 
pursued, but never won.” 


oo 


*... good business has nothing to fear from objective 
search for factual knowledge under the monopoly or any 
other investigation procedure.” 


¥ 


“Whenever Federal agencies are created to assume 
regulatory functions they tend to take over more and 
more of the activities of the states.” 


¥ 


“PWA has never spared the midnight oil, and we will 
not economize in this regard until our new program is 
well on its way to assured success.” 


¥ 


“T must admit that sometimes our municipal plants are 
not quite so severe in collecting as private companies are, 
and so we have many unpaid bills.” 


¥ 


“A municipal light and power plant is a great money- 
maker and this money goes to the municipality instead of 
to people in Wall Street or elsewhere.” 


¥ 


“One does not have to argue to lawyers the importance 
of the judiciary. But we should bend our energies to 
making that importance crystal clear to laymen.” 


¥ 


“You may be surprised to learn that the Federal gov- 
ernment deems it a necessary part of its business to reach 
down into the state of West Virginia, as well as every 
other gas-producing state in the country, and decide what 
you should receive for gas.” 


ss 


“We [Wisconsin] have demonstrated that there are 
constructive methods by which we can take collective 
action to meet the problem of agriculture, industry, and 
business, which, instead of stifling individual initiative 
and self-reliance, actually stimulate and encourage those 
essential qualities.” 


‘ 


¥ 


“Electricity coming into general and universal use if 
the everyday affairs of industry and domestic life has 
made it a subject of public concern to be regulated, con- 
trolled, and safeguarded from monopoly, extortion, and 
discrimination the same as the administration of the 
postal service or other vital public interests or agencies.” 
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SPEED— 
SAVING— 
STYLE 


Speedy surface units—economical baking on 
“free heat—smartly designed to modernize the 
kitchen. "Equalized Heat" oven with automatic 
temperature control. Built-in Handy Cooker, 
warming drawer, storage compartments—offer 
additional advantages. 


Write for Details 


A. J. LINDEMANN & HOVERSON CO. 


MILWAUKEE WISCONSIN 


LG) Alvcnced 


ELECTRIC RANGES 














| Blak’ Decker 


PORTABLE 


ELECTRIC Faas 


TOWSON, MARYLAND 
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Steam Characteristics off 5 


Partial List of 
BABCOCK & WILCOX BOILERS 
Ordered During the Past Few Years for 


58 Central Stations 
June 1, 1938 


q ; - S— Furmece ea ge 
Name 5 i q ; on B.tu. 
Address of Purchaser [v] Cu. Ft. Ft. Width 


5 
4 
HIGH-HEAD BOILERS 






























































amenente Edison Co. 412,500 Yes 34,800 23,900,000 
png ad ieee % 360,000 Yes 22,950 18,500,000 
pee "xeer & Light Co, Millers Ford = @ 375,000 Yes 39,200 25,400,000 
Hedlord Blosbie Uisk Cx. South Meadow 1 400,000 950 Yes 25,400 20,100,000 
City of Lamsins 2 285,000 950 32,200 21,000,000 
por 4 aan each Canal St. 1 285,000 500 17,130 16,700,000 
Pe Monongale ‘West Penn Pub. Sei. Co. Rivesville 2 362,000 1485 41,500 33,200,000 
Retomec Eleuic Power Co. Buzzard Point 2 © 375,000 += 752 43,600 24,200,000 
West Penn a Co, 3 525,000 1450 45,800 36,000,000 
Wiens Fower Plant Cor. Witliamsbursh 2 575,000 995 35,600 29,000,000 
CROSS-DRUM BOILERS 

Elec, Gen. Co. State Line 3.4, 500,000 400 15,250,000 

Sute Line 1 388,000 : 500 15,300,000 g 

Richmond 2 600,000 , 26,900,000 ¢- . 

Dresser 1 180,000 100 11,300,000 p 

1 100,000 9,800,000 p 

190,000 11,000,000 y 

90,000 000 4,300,000 ; 

240,000 14,700,000 ; 

‘ 

17,800,000 ; 

18,100,000 

{ 


26,600,000 

ai cost! nee 
24,800,000 

SS J 21,700,000 

4 21,700,000 

y 21 700,000 

33,800,000 


85 | 
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; ; i. Furnace Heat-Liberation | 
Name J B.t.u./He. j 
; a8 i cave Fe. Width : azz 


Address of Purchaser 
STIRLING BOILERS (Std. and Special) 





‘ pokes Toes r 910 Yes 16,000 17,100,000 teen 
4 hae James Reed ; 760 Yes $9,900 14,500,000 Undedeed Water. 
Se Citys Kanan Quindaro y 732 No 18,470 9,580,000 Puy Foe Stag-Tap 
Sie  — Louisions ; 750 Yes 26-700 12730008 S$ 
seer aE ooo OE vm Shae nes 
a Mahoninguide Yes 28,600 16,400,000 Fvlv 


Fesnnyfvgale Electric Co. ; 30,300 12,500,000 
































r 
Public sane Company of Colo. / 25,200 15,500,000 





25,700 8,250,000 








Toledo Edison Co. 
Toledo, Ohio 

INTEGRAL-FURNACE BOILERS 
Albuquerque Ges & Electric Co 
Alb: N. Mex. 

















Arkansas Power & Light Co. 
Little Rock, Ark, 

Town of Braintree 

East Braintree 








Central Arizona Light & Power Co. 
Phoenix, Ariz. 





Cumberland County Power & Lt. Co. 
Biddeford, Maine - 
Dalles | Power & Light Co. Mountain Creek 
Dalles, Steam Elec. ma 
Fort Bode 7 Gas & Electric Co. 1 
Fort Dodge, lowa 
Hawaiian Electric Co. Waieu 1 
Honolulu, T. H. Power Plant 
lowa Public Service Co. re 
Wandee; te Lafayette St. 1 
Cia Nacional de Electricided, S. A. Sen Louis 1 
San Louis Potosi, Mexico Potosi St. Elec. 
Pacific Gas " Electric Co. Station B 1 






































Station C 2 
Porlond General Electte Co. igi A 








rte Se sernee Co. of Colorado Aliman 1 
Public say Co, of N. H. Manchester 2 
Manchester, N. H. 





Steam Plent 
= Zeoeph Ry, Lite Staats Pan. Co. $0, St. Joseph; 
st. Mi Steam Plant 
Sen Diego Ger rn Electric Co, 
Sen Diego, Calif. 200,000 




















140,000 


yee Gut Elec, Lt. & Power Co. 15,000 


hay ag te Stee! Point 100,000 











*—Future Pulverized Coal. t—To serve e condensing tur 
**—Future Pulverized Petroleum Coke. the extraction of steam 
(A)—Not Yet Under Construction. large quantities to low-pre 
(AA)}—Under Construction as of June 1, 1938, 





THE BABCOCK & WILCOX COMPANY 
$5 LIBERTY STREET NEW YORK, N. Y. 


& WILCOX 
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TAYLOR STOKERS BURN MORE THAN 


20.000.000 


TONS OF COAL EACH YEAR—RELIABLY 








Additional Tons 


per year is the rate 
at which coal 
burned on Taylor 
Stokers is increas- 
ing — due to new 
Taylor Stoker 
installations. 



















THe 20,000,000 tons or more of coal servative development of the sound 
burned each year on Taylor Stokers basic principles incorporated in the 
cost over $75,000,000—and this figure Taylor Stoker has produced an out- 
is being increased by approximately standing machine of unusual merit and 
$4,000,000 annually. wide application. 


It is significant that all these millions Investigate the advantages of Taylor 
for coal, and more millions for depen- Stokers! Call in an A-E-CO representa- 
dent equipment, are entrusted to Tay- tive, and get the facts about Taylor 
lor Stokers. These facts PROVE that Stokers—before you build or modern- 
this company’s policy of constant, con- ize your plant! 






















The AE-CO 
Taylor Stoker 


AMERICAN ENGINEERING COMPANY @)| | 


PHILADELPHIA. Pa & (N CANADA: AFFILIATED ENGINEERING CORPORATIONS, LTD., MONTREAL, P. @ 


— 






A-E-CO PRODUCTS: Taylor Stokers, Water Cooled Furnaces, Ash Hop- 
pers, Lo-Hed Hoists, Marine Deck Auxiliaries, Hele-Shaw Fluid Power. 
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YDRAULIC TURBINES 


FRANCIS AND HIGH SPEED RUNNERS 


* Penstocks 

* Butterfly Valves 

*& Power Operated Rack Rakes 
*& Gates and Gate Hoists 

* Electrically Welded Racks 


NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 
Hydraulic Turbine Division 
NEWPORT NEWS, VA. 














Service Regulator Style GV 


Simple design and rugged in construction 
with only two moving parts, insuring 
economy in maintenance and efficiency 
in service. Single unit double guided 
valve makes for positive seating. 
Two types; weight and spring ° 
loaded. 


Back Pressure Valve § Connelly Products: 


For Preventing _ reverse Iron Sponge and Un- 
flow in gas lines. Provides mixed Oxide—Regulators 
safety for industrial burn- for District, Station, Ser- 
ers using boosted air vice and Appliance — 
Pressure. Light weight Smyly Mercury Loaders 
check disc insures opera- —Caloroptic BTU Indica- 
tion on low differential. tors — Distribution Sup- 
= for Bulletin No. 301- plies. 


CONN GOVERNOR COMPANY 


CHICAGO, ILL. tative: T. H. Piser, Wellesley Hills, Mass. ELIZABETH, N. J. 
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, oe Wonder They're So Long-Lived 


ale ot denen Ges — numerous strips of pure, corrugated lead 

being rolled up rolled up into compact rosettes and forced, under 

into rosette for > - Hs 

use in Man- &. great pressure, into openings in an alloy grid. That's 

posed A the way the Exide-Chloride’s positive plates are con- 
structed. Its negative plates retain the active ma- 
terial in boxes of perforated sheet lead. 


Do you wonder that this battery has such excep. 
tional life, or that it has been the favorite of utility 
and industrial power plant engineers for half a cen- 

itenthas “te Miaibiditer ovek- tury? Write for our Bulletin 204; it gives a lot of 


a ae “rosettes” information about this remarkable battery. 
in rid. 


, 
EX 10 1g THE ELECTRIC STORAGE BATTERY (CO. 
The World’s Largest Manufacturers of Storage 
Batteries for Every Purpose 
CHLORIDE 
BATTERIES PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 








Sangamo Meters 
in eI and “s' 
Mountings 


Sangamo modern me 
ters, whether singlephase 
watthour meters—com 
bination singlephase watthour meters and time 
switches, with either single or two-rate regis 
ters—or two-element watthour meters—all are 
designed for modern "A" and'"S" mountings. 


Modern Meters tor Modern Loads! 


SANGAMO ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 
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A set-up for meeting 
special requirements in strand 


HEN special characteristics are required in strand, the place to 

begin is at the open-hearth furnace. The complete integration 

of all manufacturing operations under Bethlehem’s system of control, 

beginning with steel making and following through all subsequent 

phases, is an important factor in making strand to meet special 
conditions. 


BETHLEHEM STEEL COMPANY 
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Rate Changes! 





THE ONE-STEP METHOD 


OF BILL ANALYSIS 


R & §S Bill Frequency Analyzer: developed for our Utility Rate Service. 
The kw.-hrs. billed are entered on the adding machine keyboard. A tape is 
prepared of all items and a ption . total lated which serves as a 
control. At the same time—through this single operation—the bill count for 
each kw.-hr. step is made by the electrically controlled accumulating registers. 














Continued rate changes—checking load-building activities— 
need for current customer usage data—all are reasons why 
many companies are using R & S ONE-STEP SERVICE for 
analyzing information required in productive rate making. 
Monthly or annual bill frequency tables now produced in a 
few days instead of weeks and months. 


Estimates promptly submitted. Such marked savings that analyses now can 
be carried on currently for much less than former cost of periodic studies. 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 


—— 
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The International T-20 TracTraclor—one of five TracTracTors in the Inter- 
pational line—provides handy, compact crawler power for a variety of work. 


INTERNATIONAL TracTracTors 
Do the Job Better and Save Money 


The quality International Harvester 
builds into International TracTracTors 
pays dividends when they go on the job. 
Brilliant performance, low-cost opera- 
tion and maintenance, dependability, and 
long life are what you can expect when 
these units work for you. Working either 
alone, or with equipment built around 
them, their power is adapted to a great 
variety of work. 

TracTracTors are available in five dif- 
ferent models for gasoline and Diesel 


operation. Investigate them for your 
work. The nearby International indus- 
trial power dealer or Company-owned 
branch will give you complete informa- 
tion. Remember this: no matter where 
your jobs are located, International 
after-sale service is always close at hand 
to keep TracTracTors operating the 
maximum number of hours. In addition 
to these crawlers, there is a wide range of 
International Wheel-Type Industrial 
Tractors. 


INTERNATIONAL HARVESTER COMPANY 


(Incorporated) 


180 North Michigan Avenue 


Chicago, Illinois 
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Phe mest RUGCG 


Threaded shank provides 
continuous, tortuous bar- 
rier, assuring positive 
seal, 


Check valve fitting per- 
mits compressing or 
adding plastic under 
pressure. 


Four vertical lubricant 
channels lubricate and 
seal plug. 


Full-floating plug, inde- 
pendent of shank. 


Annular lubricant groove 
distributes lubricant and 
gives circumferential 
seal, 


Single thrust ball-bear- 
ing, self-aligning. 


Impervious metal dia- 
phragm prevents leak- 
age. 


Lubricant screw exerh 
hydraulic force. 


Quarter-turn of wrench 
square opens or close 
valve. 


Indicator shows exact 
position of plug. 


Plastic seal around 
threaded = shank, an 
added seal. 


Floating equalizer yoke 
permits independent ver- 
tical movement. 


Lubricant chamber pro- 
vides direct application 
of pressure against plug. 


Forged steel spring 
cover maintains con- 
stant tension on plug. 


NORDSTROM HYPRESEAL VALVE 


The lubricated plug is held in its seat by a separate mechanism inde- 
pendent from any other part of the valve. The thrust load is carried 
on a self-aligning, heavy-duty steel ball-bearing sealed within the 
valve. The top of the valve is triply sealed. Working pressures up to 
5,000 Ibs. Temperatures, —150° to +600° F. Bulletin on request. 


MERCO NORDSTROM VALVE CO. A Subsidiary of Pittsburgh Equitable Meter Co. 


Main Office: Pittsburgh, Pa. Branch Offices: New York City, Buffalo, Philadelphia, Columbia, Memphis, Chicago, Kansas 
City, Des Moines, Tulsa, Houston, Los Angeles, Oakland. Canadian Licensees: Peacock Brothers, Ltd., Montreal European 


Licensees: Audley Engineering Co., Ltd., Newport, Shropshire, England. 
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HOOSIER ENGINEERING COMPANY 


CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORI 
Canadian Hoosier Ss Company, Lid. 


ERECTORS OF TRANSMISSION LINE; 
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Sette: PRODUCTS... 
because CITIES SERVICE knows 








= Service engineers, backed by 74 years of practical 
lubrication experience, are concentrating their efforts daily 
on solving the various lubrication problems with which in- 
dustry is faced. 


Wherever moving surfaces come together, no matter what 
the speed or load, Cities Service can recommend authorita- 
tively the correct lubricants to use. Whether you need heavy 
greases for massive gears or the lightest of oils for delicate 
precision machines, Cities Service is ready to fill your every 
need. 


Cities Service engineers will be glad to discuss your lubri- 
cation problems with you. 


¢*$¢¢ ¢ 4 


CITIES SERVICE INDUSTRIAL OILS 


Compressor Oils Marine Engine Oils 

Cutting Oils Quenching and Tempering Oils 
Diesel Engine Oils Sewing Machine Oils 

Cylinder Oils Spindle Oils 

Star Ice Machine Oils Transformer Oil 

Leather Finishing Oils Turbine Oils 

Loom Oils Wool Oils 


Cities Service Radio Concert every Friday evening, 8.00 P.M. Eastern Daylight Time. 
GEOG CREE, — 
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METERS AND 
REGULATORS 





| 
| 
| 
| 
U 3 
stron ee 


Lubricate mtv 


“1 ty 
+ ive, They have all ¢ ine 
implicity and accurate meas 
‘at qualities of the well knows. V E S 
= j 


line. Bi wo 


eel construction, mak 
yet light and 


wilt in. © 
capacities of 6,000 and 
fr, per hour respec 


tively- 


NORDSTROM 
Hypreseal g NorDsTROM Valves 
Val he “Seald R 
Valves on rome Vale ication, forces 
nm 


pecommended forsuper valve lteneg 

particularly ‘where high pressures and 

high temperatures are ntered. 

In the exclusive Hypreseal design 20 

packing is required. No part of the 

actual plug is €% to the armoe = both seat and pl 
No leakage cam exist. filen of lubricant. 


A high 
sure betw hs Lats bod er meter espe. 
mak! ie es ns the igh 
‘cs 
ry caurnicy screw rough han- 
surfaces construct 
: : a. 
; : ore) 
ey CRAWFORD : = 
Bes Sensitive | a EMCO 
a Regulators Ejector Service Regulators 
4] 4 & Especially R 
} one 





designed 
Designed to give extremel ic servi and built 
control. W' a hae san operate 
indust pee Sing whe yee PF verreeno, 

ao x maser ire 

nee ta ahead 

i the application of the ejector 
val w control ii ejector 
ve chamber, ne "eB 
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PIPE 
STOPPERS 


PIPE LINE SUPPLIES 


Goodman Stoppers 
Gardner-Goodman Stoppers 
Goodman-Peden Stoppers 
Goodman Cylindrical Stoppers 
Bags—Rubber, Canvas Covered 
Plugs, Service & Expansion 
Pumps 
Masks 
Brushes 
Tape—Soap & Binding 


Catalogue mailed on request. 


SAFETY GAS MAIN STOPPER CO. 


523 Atlantic Avenue 
Brooklyn, New York 























GOOD 
INSULATORS 


[Vv] 


Insulators are only as good as the 
experience and workmanship put in- 
to their production. 








Our product is produced by men 
of the greatest experience to be 
found in the industry. 


VICTOR made insulators are Goop 
INSULATORS. 


Catalog on request 





Victor Insulators, Inc. 
Victor, N. Y. 
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USE RelE cenrrauzen SERVIC 


Use R.& I.E. centralized Service for the 





whole job — complete substation design 
and equipment. There is a big advantage 
in putting the entire problem under one 


responsibility. 


In R. & I. E., the Public Utilities have 
found engineering ability to cope with 
every outdoor and indoor switching prob- 
lem. Here are complete design and manv- 


facturing facilities under one roof. 


From the layout to the lines, R. & I. E. 
offers the benefit of twenty-five years ex: 


perience. 


RAILWAY INDUSTRIAL 


ENGINEERING CO. 
GREENSBURG, PA. 
~ Sales offices in principal cities 
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52,332 MILES 
TO THE TOP OF PIKES PEAK 


Chevrolet 1’/2-Ton Model, in Longest 

Truck Test Ever Observed by the 

A.A.A., Again Proves Its Economy, 
Stamina, and Reliability. 





D 


ts 


There’s a thrilling story in the achievements of a standard Chev- 
rolet 1%-ton truck on its officially observed test run, touching 
every state of the union, plus Canada and Mexico, covering 
53,825 miles—equivalent to twice around the world—in 70 davs’ 
mF the running time. 
design But truck buyers want facts, not thrills—so look at the figures 
officially certified by the Contest Board of the American Automo- 


inta 
. bile Association (Sanction No. 3562). 


r one 


Chevrolet Long-Distance Safety and Dependability Truck Run 
DETROIT, OTTAWA, MEXICO CITY, MIAMI, SAN FRANCISCO 
NEW YORK, SEATTLE, PIKES PEAK, DETROIT 


Start, Detroit, January 11, 1938. Finish, Detroit, July 5, 1938. Total test miles, 53,825. 
Net running time, 1660 hrs., 55 min. Average speed, 32.41 m.p.h. Gross weight, 9260 lb. 
Miles per gallon, 15.37. Ton miles per gallon (gross weight), 71.16. Gasoline cost per mile 
(at 20.1¢ per gallon average), $.01312. Gasoline cost per ton mile, $.00283. Miles per 
quart of oil consumed, 1320. Total lubrication cost, $43.38. Mechanical work, periodical 
inspections, and replacements (including six tires and tubes at $150.00), $204.98. Total 
cost (gasoline, oil, lubrication, replacements, including tires), $994.01. Total cost per mile, 
$.01847. Total cost per ton mile (gross weight), $.00399. Miles on original set of tires before 
replacement, 32,936.8. Water added to radiator, 11 qts., 134 pts. Time of test run with 
full load to summit of Pikes Peak, after 52,319.7 miles of test driving, 61 min., 41-2/5 sec. 
for the recognized 1214-mile Pikes Peak Highway Race Course. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, 
DETROIT, MICHIGAN 


Jay 
CHEVROLET TRUCKS 


“THE THRIFT-CARRIERS FOR THE NATION” 
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THE ROPE THAT 


PASSES EVERY TEST 


AMCO 


MER 


oO. 
TURING © 
ANUFAC a 

M AMERICAN 
PRODOUGIS 


Noble ® West Sts 


Brookly™: i ek & 


“ALL WEATHER” MANILA ROPE 











Public Utilities ‘Fortnightly 





y hee review magazine of current opinion 
and news relating to public utilities. 
Conducted as an open forum for the 
frank discussion of both sides of contro- 
versial questions — economic, legal and 
financial; also gives trends in the present- 
day control of these companies—govern- 
mental competition — state and Federal 
regulation. 


{’ Issued every other Thursday—26 num- 
bers a year—annual subscription $15.00. 


¥ The only magazine furnishing current 
and vital information on all subjects in- 
volving the financing, operation, and 
management of public utilities under gov- 
ernmental regulation and competition. 


q A magazine of unusual value and cur- 
rent stimulation to all persons holding 
positions with, or having a financial in- 
interest in, public utilities. 


Published by 


PUBLIC UTILITIES REPORTS, INC. - - 1038 Munsey Bldg., Washington, D. C. 
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EW, APPROVED, IMPROVED 


PERMISSIBLE UNDERWRITERS Q) 

LABORATORIES INSPECTED 
LASHLIGHT FOR USE IN GAS 

AIR MIXTURES OF CLASS 1 
GROVPO- INCLUDING 
GASOLINE ~ PETROLEUM- 

NAPTHA- ALCOHOLS -ACETONE 
LACQUER SOLVENTS AND 

NATURAL GAS 


SERIAL NE 


Avoncces Poo tercy i> ain | NATIONAL Carson Co. INC 
Phe Mermane Mixtures Ma YORK, NY. 




















gy 





Tutst new “Eveready” focusing spotlights for use in explosive, 
gaseous atmosphere bear the inspection labels of both the U. S. 
Bureaia of Mines and the Underwriters’ Laboratories. They are SAFE 
under the dangerous atmospheric conditions listed on the label. 

The new “Eveready” Safety Flashlights are of high quality semi- 
hard rubber reinforced with brass, with unbreakable, plastic lenses, 
special protected lamp and hand-replaceable, heavy-duty slide 
switch with positive “off” and “on” positions. Hexagonal heads 
prevent rolling, ring-hangers add to convenience. 

“Eveready” Safety Flashlights resist water, oils, greases, gaso- 
line, alcohol, acids, alkali, are non-conducting and proof against 
impact and dropping. 

0 


~~ 





Guard wire holds lamp in 
spring-loaded socket. Should 


bulb break, spring ejects NATIONAL CARBON COMPANY, INC. 


lamp-base, instantly opening : 

electric circuit and thrusting General Offices: New York, N. Y., Branches: Chicago and San Francisco 
hot filament against chilling Unit of Union Carbide and Carbon Corporation 

guard wire. 








The word “Eveready” is the wade-mask of Nasional Carboa Co., lac, 
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HOW TO CHOOSE 
A TYPEWRITER 





o% 
a 


THE DESK TEST 


WILL SHOW YOU...RIGHT IN YOUR OWN OFFICE 


Without interruption to your daily rou- why operators everywhere consider the 
tine—this famous test will demonstrate Easy-Writing Royal so much easier to 
why thousands of offices are changing to use... why they produce better typing 
Easy-Writing Royals. It will prove, in faster, at lower cost, when they have 
terms of your own business, the true Royals. 

worth of each and every Royal improve- Request your secretary to obtain the 
ment. facts about THE DESK TEST. There is 


It will also provide convincing reasons no obligation. 


*THE DESK TEST is a fact-finding trial. 
It costs nothing, proves everything. Phone 
your Royal representative for complete 
information, or use the coupon below. 


TRADE L 


WORLD’S NUMBER 1 
TYPEWRITER 


World’s largest company devoted exclusively to the 
manufacture of typewriters. Factory: Hartford, Conn. 





GET A 10-DAY DESK TEST FREE! 


Royal Typewriter Company, inc. eine 

Department WPU-9158 

2 Park Avenue, New York City. Firm Name 
Please deliver an Easy-Writing Royal 

omy office for a 10-day FREE DES Street 

TEST. 1 understand that this will be 

done without obligation to me. City 
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IN THE 
NATION’S 
CAPITAL 


CRESCENT ENDURITE 


INSULATED WIRE and CABLE 


USED THROUGHOUT in the 
BUREAU of ENGRAVING and PRINTING 


Treasury Dept., Washington, D. C. ...Elec. Cont., H. P. Foley Co., Washington, D. C. 


The great amount of machinery and precision equipment in this magnificent building (one of the 
largest ever erected by the U. S. Government) taxes wires and cables to the utmost. To insure 
maximum dependability, CRESCENT ENDURITE INSULATED WIRE AND CABLE, de- 
signed to meet excessive temperatures and aging conditions, and CRESCENT VARNISHED 
CAMBRIC POWER CABLE, to feed the presses, were given the job of carrying this essential 
load. If you have similar conditions to meet and want to be sure of uninterrupted operation, put 
the job up to CRESCENT. 





CONTROL CABLE RUBBER POWER CABLE 
DROP CABLE SERVICE ENTRANCE CABLE 
LEAD COVERED CABLE SIGNAL CABLE 
MAGNET WIRE VARNISHED CAMBRIC CABLE 
PARKWAY CABLE WEATHERPROOF WIRE 
All types of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 
1.P.C.E.A., N.E.M.A., and all Railroad, Government and Utility Companies’ Specificati 
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Continuous \} 


protection for 
liquid-handling equipment 


>] 


CW 


% 


Trash, debris, foreign matter will get 
into water and oil lines, and can cause 
all kinds of damage to equipment all 
the way from simple stoppage to break- 
ing of delicate parts . . . unless it is 
stopped and eliminated. Very many 
utilities employ Twin Strainers — 
sometimes whole batteries of them 
— to secure complete freedom from 
this danger. 


Twin Strainers never stop — one of 
the twin cylinders and strainer baskets 
is always in commission. When it be- 
comes loaded with debris, a few turns 
of a handwheel diverts the flow to the 


TWIN STRAINERS never stop! 


companion cylinder which has in the 
meantime been cleaned and is ready 
for service. 

Twin Strainer design permits of 
almost a straight-through flow, with 
the minimum of pressure drop. The 
many thousands of these units, in ser 
vice for years, attest to the correctness 
of the Twin Strainer principle, and of 
the mechanical details. 

Made in a complete range of sizes — 
larger sizes with motor-operated valves 
— also in single strainer types for 
water, oil or other liquids. 


Full details upon request. 





ELLIOTT company [iz 


Accessories Department: JEANNETTE, PA. 


District Offices in Principal Cities 
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J Empire State Gas & Electric Association opens meeting, Lake at ag 4 Y., 1938. 
{ Western Safety Conference concludes session, Los Angeles, Calif., 





New Sopind Water Works Association ends convention, Boston, Mass., 1938. 
Pacific Coast Gas Association ends meeting, Santa Barbara, Calif., 1938. 





q Indiana Electric Association will hold annual convention, French Lick, Ind., September 
29-October 1, 1938. 





| American Public Works Association will convene for annual session, New York, N. Y., 
October 3-5, 1938. 





J National Bus Traffic Association convenes for meeting, Chicago, Ill., 1938. 
{ International Management Congress starts session, ashington, D. C. 1938. 





1 A garry rl Utilities Association, Transportation Section, ends 2-day meeting, Green Lake, 
t$., 





{ The Illinois Telephone Association starts annual convention, Peoria, Ill., 1938. 





{ American Water Works Association, New York Section, opens meeting, Poughkeepsie, 





{ Wisconsin Utilities Association, Accounting Section, begins convention, Law- 
sonia, Wis., 1938. 





17 ieiete Transit Association will hold annual convention, Toronto, Ont., October 3-6, 





‘Somes Dakota Telephone Association will hold session, Mitchell, S. D., October 5, 6, 
938. 





{ League of Kansas Municipalities opens convention, Manhattan, Kan., 1938. 





G American Gas Association will hold 20th annual convention, Atlantic City, N. J., 
October 10-13, 1938. 














1 gered Safety Congress will hold Silver Jubilee convention, Chicago, Ill., October 10- 
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in Rails 


A continuation of present trends, in the opinion of the author, spells ultimate 
government ownership for all or most of our railroads, while the alternate 
path involves the pruning of much dead capital from the present systems, 
some consolidations, and the setting of rate structures which will enable a 
reasonable return to be earned upon the reorganized capital of the roads. 


_ By FERGUS J. 


ID you ever take a long trip 
through the North woods by 
canoe? It is rather good fun— 

except for the portages. You glide 
along until a small eddy on the limpid 
surface of the stream gives the first 
inkling that there is swift water ahead. 
Then rounding a bend you hear the 
boom of the cataract. The deepness of 
the sound tells you that you can’t run 
it but will have to get out and carry; 
and unless you are better men than we 
were, it will take six of you over two 
hours to get your ton of canoes, grub, 
and other paraphernalia over the mile- 
long portage. You will sweat as the 
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tump line presses down on your head 
and the black flies and mosquitoes have 
their innings. You will cuss gently as 
you sink over your boot top in a soft 
place, and not so gently when you 
stumble over a root and almost take a 
header, pack and all. And as you strug- 
gle along under your load there will 
be impressed upon you as never before 
what grand and beneficent institutions 
our railroads really are. Last year 
American railroads duplicated the 
work which is being so laboriously per- 
formed on this portage—the railroads 
call it a ton mile—for an average com- 
pensation of less than one cent. 
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As a matter of fact in 1936 Amer- 
ican railroads worked for an average 
revenue of .975 cents per ton mile. 
Those of Great Britain received 2.73 
cents per ton mile, those of Germany 
2.48 cents, and those of France 3.48 
cents. In Australia where conditions 
present some parallel to those in this 
country, the average ton mile rate was 
2.50 cents. The only major countries 
whose railroads work at rates even re- 
motely approaching those of the United 
States are Canada, where the average 
ton mile rate in 1936 was .98 cents; 
India, where the rate was 1.15 cents; 
and Japan, where the rate was .77 cents. 
It will be noted that the two latter are 
Asiatic countries with extremely low 
wage levels, while in Canada the con- 
dition of the roads financially and 
otherwise very much resembles our 
own. From this comparison it is hard 
to escape the conclusion that the rail- 
roads of this country are giving us 
their services at an extremely low rate 
of compensation. This fact becomes 
the more striking when it is realized 
that American railroad wages, which 
account for about one-half of the direct 
expenses of the roads, are the highest 
in the world. The rails claim, with a 
good deal of evidence to support their 
contention, that the rates for which 
they are working are ruinously low. 


HE property of our railroads 

forms by far the largest single 
body of public utility property in Amer- 
ica. They have been subject to more 
rigorous regulation by public authority 
and for a longer period than any other 
member of the public utility family. 
Therefore their fortunes and their fate 
as corporate enterprises cannot be 
viewed as detached from the destinies 
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of the other divisions of the utility 
group. 

What the rails are experiencing to. 
day the electric, gas, and telephone 
companies may experience later. 

At the present time it is pretty well 
known that American railroads as a 
group are faced with severe financial 
difficulties. Perhaps, however, it is not 
fully realized just how precarious their 
position actually is. Today the position 
of investors in even the senior securities 
of our railroads is far from reassuring, 
while the prices of common stocks of a 
good many roads resemble the stakes in 
a game of penny ante. Their status has 
been reduced to that of mere gambler’s 
premiums. Roads having about 30 per 
cent of the total rail debt outstanding 
are in receivership, while about one- 
fifth of this total debt is actually in de- 
fault of interest. In addition to the 
roads now in receivership there are a 
number of others, including some very 
well-known names, which are likely to 
be forced to throw up the sponge, given 
even a mild further recession in busi- 
ness. 

Out of 141 class one roads in the 
United States, there are probably not 
over a dozen roads, about half in the 
East and half in the West, whose gen- 
eral credit would justify the investment 
of trust funds in their securities at the 
present time. Even some of these must 
now be classed as borderline risks. To 
the great majority of American roads, 
the raising of additional capital in the 
open market, except through the issu- 
ance of equipment trust or receiver's 
certificates, is an absolute impossibility. 
And this at a time when huge volumes 
of funds are crying for investment at 
unprecedented low rates. The present 
situation is as bad as that. 
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THE HORIZON FOR THE INVESTOR IN RAILS 


T= situation appears to be the re- 
sultant of three fundamental tend- 
encies. In the first place the rails seem 
to be doing a decreasing share of the 
total transportation business of Amer- 
ica. Secondly, the business of the roads 
appears to be enormously subject to the 
vicissitudes of the business cycle. 
Thirdly, there has been a long-range 
tendency for operating expenses and 
taxes to encroach on revenue from 
operations. 

Looking back, endowed with the 
marvelous power of hindsight, it is pos- 
sible to note a number of straws in the 
winds of former years. The current 
misfortunes of the rails did not fall en- 
tirely from a clear sky. In the first 
place the number of miles of railroad 
operated in the United States reached 
its peak as early as the year 1916. Pas- 
senger traffic, both in terms of persons 
carried and revenues, reached an all- 
time high in 1920. In the early twenties 
signs were not lacking that the growth 
curve of freight traffic was rapidly 
leveling off. In 1926 freight revenues 
were only 7 per cent above 1923, a rise 
which failed to match the growth of 
national production in that period. The 
salient fact seems to be that by 1920 
the rails had lost their position as a 
transportation monopoly. Indeed after 
1926 their volume of freight business 


actually declined in the face of the un- 
precedented upsurge of the boom. It 
was time for the investor in rails to 
start hauling in sail where this was 
possible. 


A BRIEF survey of the principal 

sources of railroad revenue is not 
very reassuring to the investor in rails. 
The largest single source of such rev- 
enue is the hauling of coal, which in 
1936 accounted for 19 per cent of total 
railroad operating revenues. In that 
year the tonnage of coal hauled was 
only 12 per cent above the average for 
the years 1906 to 1910 in spite of a 44 
per cent increase in population in the 
interim. It is not that the coal traffic 
is being diverted to other types of trans- 
portation — the rails are hauling as 
large a proportion of the total produc- 
tion as ever, about 73 per cent—it is 
simply that the country is burning coal 
more economically, or is turning to 
competing fuels. Looking into the fu- 
ture it is difficult to assume a bullish 
attitude toward the rails as carriers of 
coal, for it appears likely that econ- 
omies of consumption will offset any 
tendency to increase the use of this fuel. 
The possibility of liquefying this coal at 
the mine and shipping it through pipes, 
can be described only as a railroad se- 
curity owner’s nightmare. 


e 


single body of public utility property in America. They have 


q “THE property of our railroads forms by far the largest 


been subject to more rigorous regulation by public authority 


and for a longer period than any other member of the public 
utility family. Therefore their fortunes and their fate as 
corporate enterprises cannot be viewed as detached from the 
destinies of the other divisions of the utility group. What 
the rails are experiencing today the electric, gas, and tele- 
phone companies may experience later.” 
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Another leading sample is petroleum 
and its products, which are only pre- 
ceded by bituminous coal and passen- 
ger traffic as a source of railroad rev- 
enue. The former heavy rail traffic in 
crude petroleum has been almost en- 
tirely diverted to the pipe lines. How- 
ever, the refined derivatives of petro- 
leum, chiefly gasoline, still bulk large as 
a source of rail revenue. During the 
period from 1920 to 1936, in which re- 
fined oil output increased 282 per cent, 
rail traffic in these products expanded 
only 82 per cent. Diversion of oil to 
other forms of transportation must 
date back at least to 1925, for whereas 
in 1920 the rails handled about 70 per 
cent of the products of petroleum, by 
1925 this had declined to 60 per cent 
and by 1936 to about 46 per cent. 
Therefore, it is difficult to escape the 
conclusion that while the petroleum in- 
dustry has been moving ahead rapidly, 
the rails appear to be losing out in their 
bid for this traffic. 


[* spite of the evidence presented by 
such concrete examples, it is hard to 
imagine our economy for a long time 
to come without the rails as carriers of 
bulk goods, long strings of cars carry- 
ing coal and ore and grain. They may, 
however, continue to lose high-class 
freight to competing forms of trans- 
portation. Also with a rapidly leveling 
population curve with its attendant 
slowing up of physical expansion with- 
in the United States, it would be an 
optimist who would look for rail traf- 
fic permanently to regain former peak 
levels. In spite of the advent of stream- 
liners, the record of the rails in climb- 
ing out of the depression has been 
rather disappointing. By the year 1936 
they had recovered less than one-third 
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of their depression losses in revenue: 
and although 1937 revenues may be 
slightly higher, there can be little douby 
that the recovery in the rails has lagged 
behind such general business recovery 
as has taken place. 

Aside from this leveling off in the 
gross revenue of the railroads, it is pos. 
sible to discern another long-term fac- 
tor at work which bodes no good for 
the investor in rail securities. Looking 
forward from 1895, a year which ap- 
proximately marks the beginning of the 
most prosperous period of railroading, 
there appears to have been a gradual 
encroachment of costs upon earnings. 
In the long period from 1895 to 1936, 
the average productivity per railroad 
worker in terms of traffic units moved 
increased 207 per cent, but his average 
annual compensation grew 282 per cent. 
This annual compensation increased 
3.7 times as fast as revenue per ton 
mile. Wholesale prices, reflecting the 
cost of supplies and equipment, 
mounted 1.43 times as fast as revenue 
per ton mile, and taxes grew 2.3 times 
as fast. 


7 precarious level to which these 
factors have forced the earnings 
protection for rail bonds is illustrated 
in Table I (see p. 360). 

In this table the 1936 earnings 
records of certain leading railroads 
and utilities, whose business is largely 
electric, are set forth. (The 1937 earn- 
ings are not yet fully available, but it is 
unlikely that they will differ materially 
from the 1936 figures.) The rails 
chosen range from the strongest in the 
country to roads for which bankruptcy 
is not a remote possibility. The utilities 
listed are of about the same relative 
quality in their own field. Two criteria 
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THE HORIZON FOR THE INVESTOR IN RAILS 





The Canadian Investor’s Experience 


6é Yr nationalization finally does reach the railroads of the United 

States, how ts the investor likely to fare? In Canada he fared 
quite well, for nearly all the bonds were guaranteed by the govern- 
ment. However, that was back in 1920 when the private investor cut 
a somewhat more noble figure in the eyes of the government than 
he does today ... It would be rather fatuous for the United States 
rail investor of today to draw much comfort from that precedent.” 





of earnings are presented. One is 
the well-known “times fixed charges 
earned.” The other is a ratio which 
some analysts consider to be a little 
more meaningful. It is the proportion 
of gross operating revenues remaining 
after payment of fixed charges. It ex- 
presses the cut in revenue or increase in 
expenses, in terms of a percentage of 
present gross, which could take place 
before ability to earn fixed charges 
would be impaired. 

We define this ratio as the “safety 
factor.” 

It will be noted that the three rail- 
toads on the list which specialize in the 
hauling of bituminous coal are almost 
in a class by themselves with respect 
toearnings. Certain other roads which 
we have habitually looked upon as 
strong credits, appear to have very slim 
earnings protection for their bonds as 
compared with the average of the 
utilities, 
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HE storm which broke in 1929 re- 

vealed one thing with startling 
clarity — the railroads, in contrast to 
other leading divisions of the utility in- 
dustry, are enormously susceptible to 
the business cycle. This in a country 
where this cycle reacts with unprece- 
dented intensity is a very serious mat- 
ter for an industry with an enormous 
capital investment, and 62 per cent of 
its capitalization in the form of fixed 
interest-bearing bonds. In contrast to 
this the British railways, operating in 
a country with enormously greater eco- 
nomic stability, have only 29 per cent 
of their capital in the form of bonds. 
(See Table IT, p. 360.) 

It will be noted that in 1933 Amer- 
ican railroads as a whole failed to earn 
their charges by a small margin. Never- 
theless it would be a mistake to infer 
that these charges were proportionately 
on the increase prior to 1929. As a mat- 
ter of fact they declined from 36 per 
SEPT. 15, 1938 
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TABLE I 
1936 EARNINGS RECORD OF CERTAIN REPRESENTATIVE RAILROADS AND UTILITIES 


Times 
Fixed 
Charges Safety 
Railroads 
Atchison Topeka & Santa Fe.. oi 6.3% 
Baltimore & Ohio 
Chesapeake & Ohio 
Chicago Burlington & Quincy 154 
Great Northern 1.56 
New York Central 
Norfolk & Western 
Pennsylvania 
Southern Pacific 
Southern Railway 
Union Pacific 
Virginian 
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Earned Factor* 


Times 
Fixed 
oe _, Charges Safety 
Utilities (largely electric) Earned Factoy* 
Cleveland Elect. Illuminating 5 < 
Commonwealth Edison 
Consolidated Gas of Baltimore: 
Detroit Edison 
Duquesne Light 
Houston Lighting & Power .. 
Northern States Power, Minn. 
Ohio Power 
Pacific Gas & Electric 
Philadelphia Electric 
Southern California Edison .. 
West Penn Power 


*Proportion of gross operating revenue remaining after payment of fixed charges. 


cent of operating revenues in 1895 to 
11 per cent in 1925, and in 1936 
amounted to 17 per cent of revenues. 
Fixed charges decreased from 4.2 per 
cent of the investment in road and 
equipment in 1895 to 3.0 per cent in 
1936. The crucial and disastrous fact 
was that in the short 4-year period from 
1929 to 1933 the operating revenues 
of American railroads were cut in half, 
a decline which closely parallels that in 
the national income. This compares 
with a decline of only about 13 per cent 
in the operating revenues of the elec- 
tric utilities. The railroads, whose pri- 
mary source of income is the transpor- 
tation of bulk commodities, were bound 
to suffer heavily from the unprece- 


& 


7 


dented decline which struck the con- 
struction and heavy manufacturing in- 
dustries. There was no classification of 
rail freight which proved largely im- 
mune from the decline, such as might 
be said of the domestic, and to a lesser 
extent, the commercial business of elec- 
tric utilities. (See Table ITI, p. 361.) 


S es effect of this catastrophic de- 
cline in rail revenues is not a pleas- 
ant thing for the thinking American to 
contemplate. Far more than any other 
physical agency, the railroads have 
made possible what we know as civil- 
ized well-being on this continent. Other 
countries built their railroads, but it 
was our railroads that built America. 


TABLE II 
PERCENTAGE DECLINES, 1929-1933, IN 


(1) 
Gross 
Revenue Available 
from 
Operations Interest 
51% 

Four British Rail Systems .. 20 
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Class I U. S. Rails 
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(3) 
(2) Earnings 
Earnings Remaining (4) 
after Proportion 
for Fixed of Capital 
Charges im Bonds 
101% 62% 


58% 
33 50 29 
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THE HORIZON FOR THE INVESTOR IN RAILS 


For these rails to be in sorry straits 
makes an appeal to the sentiment of the 
average American. 

My mind goes back a number of 
years to a time when after a season 
of surveying in the northern Rockies 
we finally reached the most northerly 
transcontinental at a point where civil- 
ization is reduced to two parallel steel 
rails winding through a mountain pass. 
We were in rather bad shape. Our grub 
supply had all but given out a week 
before and we had been subsisting 
largely on what we could shoot or 
snare, which wasn’t much, and ban- 
nock. (For the benefit of the uniniti- 
ated, bannock is something which you 
cook in a frying pan over an open fire, 
one ingredient being flour, and the 
other being, I believe, Portland 
cement.) A series of whistle blasts far 
down the pass—then after an interval 


the big black locomotive crept around 
the mountain toward us, snaking be- 


hind it a long line of cars. It was 
civilization again, and we climbed in 
among the dudes and city slickers. Our 
packs under which fourteen horses had 
been struggling all summer were 
stowed in a corner of the baggage car, 
and we made our way with a swagger, 
torn clothes, beards, and all to the din- 
ing car and a menu delightfully free 
from prunes, beans, and sow belly. 


e 


T is not pleasant to turn from such 
fond memories of the rails to inter- 
pret statistically the fate which has be- 
fallen them since 1929. In that year 
railroad earnings were equal to 4.8 per 
cent of the stated value of their prop- 
erty, but by 1933 earnings had declined 
to 1.83 per cent of that value. In the 
former years interest was earned 2.25 
times, but in 1933 the railroads as a 
whole failed to earn their fixed charges 
by a small margin. The wonder is not 
that such poor results were attained in 
1933, but that an industry so burdened 
with fixed charges, and absolutely at 
the mercy of the most vicious business 
cycle in history was able to maintain 
any semblance of financial solvency at 
all. This was accomplished only by 
hewing expenses to levels which could 
not be regarded as permanent. The 
largest single item of railroad expense, 
wages, was cut more than in half, from 
$2,897,000,000 in 1929 to $1,404,000, - 
000 in 1933, a decrease which reflects 
far more a reduction in the number of 
railroad workers than in the rate of 
wages paid. In a desperate effort to stay 
solvent the roads were forced to con- 
tribute a heavy quota to the army of 
the unemployed. 
Up to this point in this article we 
have dealt largely with facts. We have 
called attention to, and analysed to 


TABLE III 


Revenue Freight 
Tonnage in 1929 


Products of agriculture 
Animals and their products .... 
Products of mines 

Products of forests 
Manufactures and miscellaneous 
Less than car-load lots 


Di. 


stribution of Decline in Revenue 
Freight Tonnage, 
1929 to 1932 


9% 
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some extent, three basic trends in the 
American railroad industry which 
rather vitally concern the investor in 
rails, and which are of indirect interest 
to the investor in other types of pub- 
lic utility industries as well. These were 
(1) the leveling off and lately the de- 
cline in the total operating revenues 
of our railroads, (2) the encroachment 
of increasing operating expenses and 
taxes upon rail earnings, and (3) the 
great extent to which the fortunes of 
the rails are influenced by the business 
cycle. Before turning from these facts 
into the realm of speculation let us take 
a look at the rail investor. 


ee they are the oldest of our 
great corporations, the securities 
of our railroads constitute the oldest 
body of investment securities in this 
country. Their bonds, with which we 
are particularly concerned in this arti- 
cle, make up 18 per cent of the private 
long-term debt of the United States, 
about twice as large a proportion as the 
debt of the electric utilities. Back in 
1912 the railroad debt amounted to 34 
per cent of the long-term private debt, 
but it has grown only 25 per cent in a 
period when the total private debt grew 
139 per cent and when the debt of the 
other branches of the utility industry 
grew 179 per cent. 

Because it has long been regarded as 
a thoroughly tried and tested industry, 
the debt of our railroads has become the 
depository of an unusually large pro- 
portion of the savings of those of our 
people who place security above all else. 
This debt contains an unusually large 
portion of what might have been de- 
fined only a short time ago as widows’ 
and orphans’ capital. Life insurance 
reserves have absorbed almost one- 
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quarter of this entire debt while bank 
depositors own another 20 per cent, 
These groups own twice as large a pro- 
portion of the railroad debt as they do 
of the debts of other utilities. More 
than the securities of any other indus- 
try — even than those of the electric 
and other utilities—the bonds of our 
railroads represent the savings of the 
little fellow. This is by no means a 
fortuitous circumstance. It is a fact 
that for many years the laws of some 
of the leading states governing the in- 
vestment of trust funds, including life 
insurance reserves and savings bank 
deposits, have favored railroad bonds 
over all other classes of corporate se- 
curities. They have favored them even 
over the securities of other types of 
public utilities. The legislators who 
framed these laws probably felt that 
since railroad earnings were subject 
to regulation by public authority, the 
rails could expect a break from such 
authority when such was badly needed 
to protect their credit. 


7% the present time the railroads of 

America are badly in need of a 
break from somewhere. There is to- 
day only a handful of roads — and 
their number is constantly dwindling— 
whose bonds may be purchased on the 
basis of the general credit of their sys- 
tems. The vast majority of rail bonds 
can only be viewed in a light which 
regards the bankruptcy of their systems 
as an imminent possibility. These bonds 
must be related to the particular parts 
of the system which provide their mort- 
gage security. If the ship breaks up, 
will the particular piece of deck on 
which we happen to be, representing a 
stretch of line, a terminal, or some roll- 
ing stock, remain afloat? 
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THE HORIZON FOR THE INVESTOR IN RAILS 





Why Not Give the Rails a Chance? 


a4 S° before abandoning American railroads to the fate of almost 

universal bankruptcy why not give them a break—also their 
investors? If there is dead capital in the American roads, capital 
which cannot earn a return in any practical set of circumstances, let 
it be weeded out. The investor who gets stuck with an investment in 
such capital may expect to lose. However, if we still have need for 
our railroads, there must be a great deal of capital in them which will 

pay a return if given a chance.” 





In most cases it is a bond secured by 
a mortgage on certain trackage with 
which we as investors in the rails will 
beconcerned. This being the case there 
are a number of questions to which we 
must seek answers, some of them easy 
to answer, and others extremely diffi- 
cult. Is the mortgage which secures 
our bonds a first lien on the trackage, 
or is it preceded by other debt ? Some- 
times a bond issue will be secured by a 
first mortgage on some track, a second 
mortgage on another, and a third mort- 
gage on still another track, or some 
equally complicated mortgage situation 
will arise. In such instances we will 
want to know, as closely as it may be 
calculated, the amount per mile of our 
bond issue and all prior debt. 


W: must also concern ourselves 
with the density of the traffic over 
the mileage under consideration, and 
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its quality and profitability. A careful 
study of traffic density maps of some 
of the leading systems is a very healthy 
and thought - provoking experience. 
One is struck by the fact that the great 
bulk of the traffic is carried over a com- 
paratively few main lines. Of course, 
some of the remaining mileage may be 
valuable as feeders, but one cannot es- 
cape the conclusion that a considerable 
proportion of the country’s rail mile- 
age has outlived its economic reason 
for being, and now represents dead or 
dying capital. Until it is amputated it 
is a burden on the more profitable parts 
of the systems. 

It is said that at the present time 50 
per cent of the country’s rail traffic is 
carried on 10 per cent of the mileage. 
At the other end of the scale, accord- 
ing to the opinion of a leading authority 
on rail traffic, a certain 30 per cent of 
the mileage now carries only 3 per cent 


SEPT. 15, 1938 





PUBLIC UTILITIES FORTNIGHTLY 


of the country’s rail traffic and should 
be abandoned. Therefore, in selecting 
rail bonds we will prefer those secured 
by mortgages on main trunk lines, or 
at least on valuable feeders or almost 
indispensable connecting links. Even 
a first mortgage on a line with green 
grass growing between the ties will be 
of little value. We cannot feel any too 
happy about some trunk lines, especially 
in the Northwest, where the available 
traffic appears insufficient to support 
the existing amount of main-line debt. 

This whole problem of traffic density 
and mortgage support is not nearly so 
easy of solution as it may seem, and 
we shall have to be content with some 
very approximate answers. When we 
add to it the necessity of hazarding a 
guess as to the permanence of the traf- 
fic now on the line, whether it will be 
there in five or ten or thirty years, we 
have a problem which would tax the 
powers of a soothsayer of the first 
order. 


| will be noted that in this whole 
process of selection, the actual in- 
vestment in the property under consid- 
eration plays a negligible part only. In- 
vestors in the electric, telephone, and 
other utility industries may well beware 
of a time when a reasonable return can 
no longer be earned on the property 
in which they have invested their funds. 
Investors in the artificial gas industry 
will clearly understand this point. 
There is one class of railroad secu- 
rities which may still be viewed in a 
relatively optimistic light; namely, 
equipment trust certificates. This is no 
doubt because the form of these secu- 
rities is closely geared to economic real- 
ities. Unlike most railroad debt, their 
maturity is not set at some date in the 
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dim and distant future, when no on 
can possibly foresee the condition of 
the rails, with no provision at all for 
amortizing the debt in the interim, 
Equipment certificates are paid off 
serially well within the life of the equip. 
ment, usually in fifteen years. To date 
they have had an almost faultless 
record. 

Much as the holder of other rail- 
road securities may regret the failure 
of the roads to make a serious attempt 
to amortize their debt back in happier 
days, that is now water under the 
bridge. In attempting to peer forward 
through the fog, we shall start off with 
a hypothesis which appears reasonable. 
The railroads are going to be with us 
for a long time to come, and somebody 
is going to pay the cost of operating 
them. There are three possible parties 
who may pay this cost in whole or in 
part: the shipper, the taxpayer, or the 
investor in rails. At the present time 
the investor is paying a heavy share of 
this cost, through failure of the roads 
to earn a fair return upon his invest- 
ment or through the scaling of that in- 
vestment in reorganizations. In either 
case his stake is being consumed to 
provide operating capital for the rail- 
roads. We have seen bonds which were 
highly rated only a short decade ago 
pass on to the default list. If this trend 
continues, our hand-picked bonds of 
today will be faced with receivership 
tomorrow. 


UT this process cannot continue 
forever, or even for very long. 
Soon it becomes the taxpayer’s turn to 
step into the breach, as happened a 
couple of decades ago up in Canada, 
and as has also come about by a proc- 
ess of evolution in France. The Cana- 
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THE HORIZON FOR THE INVESTOR IN RAILS 


dian taxpayer knows full well that the 
Canadian National Railways are not 
the result of any preconceived social- 
istic scheme. They came to pass’ when 
the private managements no longer had 
the wherewithal to keep the trains run- 
ning, and the trains had to be kept run- 
ning. It cannot be said that govern- 
ment operation of railroads up there 
has brought in its train even a partial 
solution to the great national problem 
of rail transportation. What about 
operating economies ? 

Anagency of government carried on 
through a pretty evenly balanced two- 
party system can hardly be expected to 
fire many voters. Aside from that, un- 
der the pressure of politics some rather 
silly things have been done. A line has 
been built over hundreds of miles of 
sub-Arctic wasteland to Hudson bay, 
over which a mixed train, the Muskey 
Limited, operates every two weeks. 
Political logrolling has caused palatial 
hotels to be built in towns where they 
can never hope to be self-supporting. 

If it is difficult for a privately owned 
system to abandon unprofitable mile- 
age, how much more difficult this be- 
comes in the case of a publicly owned 
system when every person along the 
line can register a vote against it. 


N the best predepression year the 
Canadian National Railways bare- 


ly earned fixed charges, and in the 
worst depression year they went $80,- 
000,000 into the red. They are cur- 
rently running behind about $60,000,- 
000 annually, which in Canada looms 
as large as three-quarters of a billion 
dollars in the United States. To date 
the Canadian government has acquired 
a stake in the National Railways of only 
a little less than three billion dollars. 
This stake takes the form of guaranties 
on bonds, advances to cover deficits, 
and accrued interest on those advances. 
Taking into-account the smaller popu- 
lation of Canada, this stake has a 
United States equivalent of over $30,- 
000,000. At the present time it is said 
that Canadian budgetary problems are 
largely a matter of unemployment re- 
lief and the railway problem, and of 
these the railway problem does not 
take second place. 

Remember also that in Canada the 
government took over only a little 
more than half of the mileage. A pri- 
vate company still carries on, and don’t 
imagine that the going isn’t tough for 
it. Nevertheless, marvelous to relate, 
the private company. The Canadian 
Pacific, has continued to earn its bond 
interest and some return on its equity 
capital, rather a startling contrast to 
the publicly owned system alongside. 
A curious school of thought has arisen 
which regards any attempt at codper- 


not a pleasant thing for the thinking American to contem- 


q “THE effect of this catastrophic decline in rail revenues ts 


plate. Far more than any other physical agency, the railroads 


have made possible what we know as civilized well-being on 
this continent. Other countries built their railroads, but it 
was our railroads that built America. For these rails to be 
in sorry straits makes an appeal to the sentiment of the aver- 
age American.” 
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ation between the two systems as a sell 
out to “the interests.” It has its coun- 
terpart in this country in the type of 
mind which regards any workable com- 
promise between government agencies 
in the power business and the threat- 
ened utilities as a surrender to Wall 
Street. At the present time in the min- 
ing region of northwestern Quebec, the 
public and private systems are hard at 
it, building competing lines—as if this 
continent had not suffered enough 
from the evils of competitive railroad 
building. 


i’ nationalization finally does reach 
the railroads of the United States, 
how is the investor likely to fare? In 
Canada he fared quite well, for nearly 
all the bonds were guaranteed by the 
government. However, that was back 
in 1920 when the private investor cut 
a somewhat more noble figure in the 
eyes of government than he does today. 
He was the patriot who had just been 
subscribing to war loans. Also the 
government up there had rather heavy 
moral obligations toward the railroad 
bondholder, in some cases amounting 
to outright guaranties of the bonds of 
private roads. It would be rather 
fatuous for the United States rail in- 
vestor of today to draw much comfort 
from that precedent. In the first place 
he is likely to pass through the wringer 
of one or more receiverships before he 
appears in rags and tatters as a sup- 
pliant before the great white throne of 
government. By that time he will pos- 
sess no bargaining power, and a settle- 
ment which would err on the side of 
generosity toward him is likely to 
prove politically impossible. To sum it 
up, if the financial condition of the rails 
as private organizations continues to 
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deteriorate, the investor in rail securi- 
ties can expect to see his stake dwindle 
almost indefinitely. 

There is another possible road—the 
antithesis of the present lethargic drift. 
The experience of Great Britain at 
least partially points the way. At the 
close of the war the British lines were 
forced to amalgamate into four large 
systems, for the most part serving dif- 
ferent parts of the country. It was 
realized over there that if the rails were 
to survive as healthy organisms their 
investors would have to have some- 
thing approaching a decent return on 
their investment. Thus an increase in 
railway wages as happened there a 
short time back automatically meant a 
rate increase. 


S° before abandoning American 
railroads to the fate of almost uni- 
versal bankruptcy why not give thema 
break—also their investors? If there 
is dead capital in the American roads, 
capital which cannot earn a return in 
any practical set of circumstances, let it 
be weeded out. The investor who gets 
stuck with an investment in such capi- 
tal may expect to lose. However, if we 
still have need for our railroads there 
must be a great deal of capital in them 
which will pay a return if given a 
chance. 

Maybe the good capital is being 
asked to carry too much dead weight. 
Maybe the roads are too heavily taxed. 
But most likely of all, maybe the rails 
are not getting enough to eat, maybe 
they would benefit from an increase in 
rates. Of course there are those who 
say that such a rate increase would re- 
sult in a decrease in total revenue, but 
when we observe that American rail- 
roads receive a lower rate of remuner- 
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ation per unit of work performed than 
those of almost any other country in 
the world, in spite of paying the highest 
wage scale in the world, we cannot help 
but feel that a rate increase is at least 
worth a try. 

After all somebody has got to pay 
for rail transportation in this country, 
so why not those who use the roads? 
To go on confiscating the savings of 
the rail investor—usually a little fellow, 
by the way—is a destructive process 
and in the long run it will benefit no 
one. 


W: have carried this discussion a 
rather long way. We have called 
attention to three coincidental tenden- 
cies in railroad earnings; for gross 
revenues to level off and shrink, for ex- 
penses to mount, and for both gross 
and net earnings to be greatly con- 
trolled by the economic cycle. These 
factors, working together, have brought 


the finances of our railroads to a pre- 
carious state. We have called attention 
to the stake which the investor has in 
these railroads, and to what type of in- 
vestor is largely involved. Finally we 
have pointed out two courses which 
may be taken in future. A continu- 
ation of present trends spells ultimate 
government ownership for all or most 
of our railroads, with an additional 
large burden on the already over- 
burdened taxpayer and much economic 
waste. The alternative path involves 
the pruning of much dead capital from 
the present systems, some railroad con- 
solidations, and the setting of rate 
structures which will enable a reason- 
able return to be earned upon the re- 
organized capital of the roads. From 
the facts presented, it is not difficult for 
the investor in other types of public 
utility enterprises to draw a number of 
object lessons, but that will have to 
wait for another occasion. 





Public Ownership and Private Research 


74 HERE ts no magic in governmental construction or operation of 
electric resources that will produce power for industry or small 
consumers cheaper than comparable power can be produced by private 
enterprise. Private enterprise for fifty years has provided increasingly 
more dependable electric power at progressively lower costs ... and 
during that time the government has neither financed nor subsidized the 
research and laboratory work that accompanied the growth of this pub- 
lic service now so intimately identified with the progress of America. 
In other words, private enterprise has, without government aid, here- 
tofore brought the electric utility to its high estate as a nearly universal 
public service, at a cost within reach of nearly all. Electric power is one 
of the cheapest commodities in this modern world.” 
—WALTER R. May, 
Portland General Electric Company. 
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Electric Cooperatives Scan 
Wholesale Power Rates 


Even the variation of a fraction of a cent in the rate, 
says the author, may result in the difference between 
success and failure of the enterprise. 


By W. CLARENCE ADAMS 


ECAUSE the variation of even a 
fraction of a cent in the whole- 
sale rate may result in the differ- 

ence between success and failure in 
operation, rural electric codperatives, 
particularly in the Middle West and 
South, where considerable interest is 
being manifested in rural electrifica- 
tion, are demanding exceptionally low 
rate schedules, which they maintain are 
necessary if their organizations are to 
prosper. In several states private 
power companies have scaled down 
their wholesale rates to offer accept- 
able terms to these associations, but in 
nearly a dozen states the controversy 
between private utilities and codpera- 
tives is still pending. 

Financed by the government’s Rural 
Electrification Administration and 
given added impetus by a constant 
stream of publicity, the rural power co- 
Operatives apparently are seeking to 
escape the barriers which beset the 
early power codperatives formed in the 
Middle West following 1920. These 


SEPT. 15, 1938 


early attempts by cooperative effort to 
bring electricity to previously isolated 
communities and farms collapsed for 
several reasons, among them whole- 
sale rates, as well as retail rates, taxes, 
charges for capital investment, depre- 
ciation and maintenance, and other re- 
lated costs which every utility execu- 
tive knows must be given adequate con- 
sideration if success in operation is to 
be attained. 

However, little information was 
available back in 1920 and the period up 
to that time on generating costs, and 
certainly there were only few stand- 
ards for comparing them. As a result 
of this condition, there were only un- 
certainty, inexperience, and suspicion. 
The variations in equipment tended to 
further complicate the picture. The 
rates for wholesale power necessarily 
were extremely high, compared with 
rates now in effect in several states. 


f i ‘opay, this condition has changed. 
Every utility executive can de- 
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termine to the exact fraction of a cent 
what the costs of power generation for 
his plant are and just how they com- 
pare with every other major power 
plant in the country. The interconnec- 
tion of the larger utility systems and 
the speeding up of power production 
have tencled to scale down the rates for 
wholesale power to a point previously 
deemed as unprofitable to utility sys- 
tems. Under conditions existing back 
in the period before 1920 such rates 
would have, of course, been practically 
impossible, but today power consump- 
tion is so much greater that rates can 
be considered to the fraction point. 

When the Rural Electrification Ad- 
ministration started its huge 10-year 
program with the formation of co- 
éperative associations, the wholesale 
rates quoted to these organizations 
were extremely high, commonly 
averaging in excess of 1.75 cents or 
even 2 cents per kilowatt hour. Often 
they ran as high as 2.50 and 3 cents. 
About a year ago Administrator John 
M. Carmody urged the projects to seek 
a rate.approximating one cent per kilo- 
watt hour, and considerable progress 
apparently has been made toward this 
goal. Rates of one cent or less are in 
effect in several states. 


E attempting to secure lower whole- 
sale rates, codperatives in Ohio have 
created considerable controversy in re- 
cent months. Of the 20 wholesale rates 
quoted by power companies in that 
state recently, only 5 were reported to 
the REA as giving rates less than 1.5 
cents per kilowatt hour. The lowest 
was given as 1.35 cents. The utility 
systems may have been unable to extend 
lower rates due to inadequate plant 
facilities or other factors not men- 
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tioned, although plants in surrounding 
states have offered rates from 1 to 1.25 
cents per kilowatt hour. 

Other states in which codperative as- 
sociations have struck a snag in their 
search for sources of wholesale energy 
at reasonable rates include Florida, 
Kansas, Michigan, Minnesota, Mis- 
souri, Oklahoma, South Carolina, 
Texas, West Virginia, and Wisconsin. 

Nevertheless, much progress toward 
low rate schedules has been made in 
recent months in other states, especially 
in the South. Operating utilities have 
filed special wholesale rates available 
to rural codperatives in Virginia, 
Arkansas, Kentucky, Iowa, Colorado, 
Montana, Washington, Oregon, New 
Jersey, Pennsylvania, Indiana, Illinois, 
and certain areas in South Carolina, 
Missouri, Wisconsin, Minnesota, Okla- 
homa, Kansas, and Texas. 


i Pennsylvania the West Penn 

Power Company has agreed to file 
a rate for rural cooperative corpora- 
tions in its territory which will provide 
an average cost per kilowatt hour of 11 
mills to such corporations taking 
energy on the basis of 35 per cent load 
factor. 

The Pennsylvania Electric Com- 
pany, which serves the northwestern, 
central and southwest-central rural 
electric codperative associations in the 
state, has established a monthly rate 
schedule as follows: 


$1.25 per kw. of maximum 15-minute in- 
tegrated demand during the month, plus— 

1.0¢ per kw. hr. for the first fifty hours’ use 
of the demand during the month. 

0.8¢ per kw. hr. for all excess kilowatt hours 
taken during the month. 


This company has a minimum 
charge of $1.75 per kilowatt of maxi- 
mum 15-minute integrated demand 
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during the month, but not less than 100 
kilowatts except that this minimum of 
100 kilowatts shall not pertain during 
the first twelve months after service is 
commenced at a particular point of de- 
livery. 

The Northern Pennsylvania Power 
Company, which furnishes primary 
electric service for resale by the Tri- 
County Rural Electric Codperative As- 
sociation and the Claverack Codpera- 
tive Association, has established a rate 
including a demand charge of $1.25 per 
kilowatt of maximum 15-minute in- 
tegrated demand plus the energy charge 
of one cent per kilowatt hour for the 
first fifty hours’ use of the demand, and 
.8 cents per kilowatt hour for all excess 
kilowatt hours. The minimum charge 
is $1.75 per kilowatt of maximum 15- 
minute demand but not less than 100 


kilowatts. 
“imam D. J. Driscoll, of the 
Pennsylvania Public Utility 
Commission at Harrisburg, reports 
that since its cooperative law went into 
effect last June, seven codperatives 
have been organized, each of which has 
received substantial aid from the REA 
in Washington. As a result of this ac- 
tion, private utilities in that state have 
begun a vigorous campaign for the ex- 
tension of rural lines. The commis- 
sion, Mr. Driscoll indicates, has ap- 


proved more extensions since July 7 
1937, than it has previously done jn 
any two years, and the work apparently 
is just starting. 

In the Middle West the Oklahoma 
Gas and Electric Company has adopted 
a standard rate of about 1.3 cents per 
kilowatt hour for rural projects. The 
Southwestern Light and Power Com. 
pany, a subsidiary of the Middle West 
Corporation of Chicago, has demanded 
1.8 cents. 

The Oklahoma Gas and Electric 
Company, which first began its own 
experimental work looking toward 
farm electrification in 1925, early 
adopted the policy that it could not 
expect in the initial stages to make a 
profit from rural electrification, but 
rather that an indirect profit would 
flow through the stabilization of farm 
living, with a consequent advantage in 
that direction accruing to the towns it 


serves. 
N the same time, says J. F. Owens, 
president, the company realized 
full well that it could not afford an out- 
of-pocket loss in extending farm 
electrification. Consequently, its rates 
were formed on that basis. When the 
REA came on the scene, the company 
adopted the same policy, on the theory 
“that since it could obtain funds at 
cheaper interest rates than that which 


e 


“THE Oklahoma Gas and Electric Company, which first be- 
gan its own experimental work looking toward farm electri- 
fication in 1925, early adopted the policy that it could not ex- 


pect in the initial stages to make a profit from rural electrifi- 
cation, but rather that an indirect profit would flow through 
the stabilization of farm living, with a consequent advantage 


in that direction accruing to 
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the towns it serves.” 
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—— 


Primary Charge 


First 25 kw. or less of billing demand $57.50 per month. 


Next 25 kw. of billing demand $2.00 


per kw. per month. 


Next 250 kw. of billing demand 1.50 per kw. per month. 


Excess kw. of billing demand 


per month @ 3.00¢ per kw. hr. 


Secondary Charge 
First 1,000 kw. hr. 


Next 4,000 kw. hr. per month 
Next 5,000 kw. hr. per month 


1.25 per kw. per month. 


2.50¢ per kw. hr. 
1.75¢ per kw. hr. 


Next 30,000 kw. hr. per month @ 1.40¢ per kw. hr. 


Excess kw. hr. per month 


& 


we could obtain, it, therefore, could 
spread electricity more rapidly to the 
farm. On that theory, since no invest- 
ment was required on our part, we 
made our rates for wholesale current 
tothe REA approximately at delivered 
cost; the REA, of course, to furnish 
the transformers, substations, and 
other equipment, except meters, and 
come to our lines.” 

The rate schedule which this com- 
pany has established is outlined in the 
above table. 

In order to assist in the development 
of rural codperative associations in the 
area that it serves, the Oklahoma Gas 
and Electric Company has agreed to 
give discounts on monthly billings for 
the first three years of contracts en- 
tered into with codperatives, including 
45 per cent on the first $500, 30 per 
cent on the next $500, and 10 per cent 
on all excess. 


6 gens are two rural codperative 
projects financed by REA funds 
that are energized and now operating 
inOklahoma. They are the Kingfisher 
county and Kay county. The Okla- 
homa Gas and Electric Company is 
supplying the wholesale power for the 
Kingfisher project and the municipal 
plant at Blackwell is supplying that for 
Kay county. The two projects have 
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1.00¢ per kw. hr. 


510 miles energized at this writing. 

All subsidiaries of Middle West, ex- 
cept in scattered areas, have quoted 
wholesale rates from 1.5 to 1.9 cents, 
the former rates applying to the larger 
projects and the latter to the smaller 
ones. Ten REA projects in Texas, 
Oklahoma, Kansas, and Missouri are 
potential purchasers from Middle West 
subsidiaries. According to a recent 
survey by the REA, the ten projects 
propose to build nearly 3,800 miles of 
line to serve 14,500 customers. 

The Kentucky Public Service Com- 
mission, in an order issued on May 15, 
1937, points out that : 


According to representatives of the REA 
and the codperative groups, energy must be 
made available at a rate not greatly exceed- 
ing one cent per kilowatt hour, if the codp- 
erative enterprises are to have sound eco- 
nomic development . . . that unless such a 
rate is obtained for existing sources of 
power, the codperatives will be required to 
construct independent generating plants, and 
perhaps abandon some of the smaller proj- 
ects altogether. 


te Arkansas Power and Light 
Company, which covers that state 
rather thoroughly, recently established 
a wholesale current rate of about 1.23 
cents per kilowatt hour to codperatives. 
Six codperative projects have been ap- 
proved for Arkansas, representing an 
investment of about $1,590,000, and 
15 others are on tap in Washington, 
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Few Codperatives in Actual Operation 


ved © gta the enormous stream of public- 
ity that has been given the Rural 
Electrification Administration during the last 
five years, comparatively few codéperative 
projects which it is sponsoring have started 
actual operation. Several states have no 
projects at all. However, it is to be expected 
that a number of projects, now under con- 
struction, will be partially completed and 


placed in operation shortly.” 





which, if all put through, are expected 
to cost about $3,679,000. Current is 
flowing into at least two of the projects 
and others are expected to be completed 
or at least partially completed by the 
end of the year. 

Through efforts of the Indiana Pub- 
lic Service Commission, a_ special 
wholesale rate of about 1.24 cents per 
kilowatt hour has been set up by power 
companies in that state for codpera- 
tives. 

The over-all cost of current will 
be further reduced by the supplying 
companies building the distribution 
stations, bringing power rates within 
“striking distance of the one cent per 
kilowatt hour level.” 

Commenting on the new low rate 
in Indiana, John M. Carmody, Admin- 
istrator of REA, said: 

The significance of the reduction is better 
understood when its effect upon the projects 
is pointed out. For example, I am told that 
on 24 Indiana projects already allotted and 
pending allotment the energy to be used is 
estimated to total 24,000,000 kilowatt hours 
a year when the projects are fully devel- 
oped. For these projects the savings in 
wholesale power cost will run close to $90,- 
000 a year. More than $2,000 would have 
been saved on our Boone county project 


alone, had the lower rates been in force dur- 
ing the past twelve months. 


|, apne a little late in starting its 

cooperatives, the state of Illinois 
has seven codperatives and three or 
four others are in the process of or- 
ganization. The projects are larger 
than the average and between them 
they have received over $3,000,000 of 
REA funds and another $1,500,000 is 
expected within the next year. The 
state rural electrification committee has 
played no small part in the efforts of 
this state to insure that these projects 
are established on a sound and endur- 
ing basis. Unlike other states, the com- 
mittee has not sought and will not ac- 
cept any authoritarian rdle over codp- 
eratives. It prefers that REA retain 
for itself such authority as it has and 
deal directly with its borrowers. No 
legislation has been enacted in this state 
for regulation of REA codperatives, 
the organizations being set up under 
the Not-for-Profit Act. Thus, the Illi- 
nois Commerce Commission has no 
jurisdiction over them. 

Wholesale power is supplied for 
most of the codperative associations by 
the Central Illinois Public Service 
Company which offered in August, 
1937, a special wholesale rate immedi- 
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ately accepted by the REA. The rate 
includes a demand charge embracing 
$1 net per kilowatt per month for the 
frst 200 kilowatts of customer’s 
monthly demand and 90 cents net per 
kilowatt per month for all of custom- 
er’s maximum monthly demand in ex- 
cess Of 200 kilowatts. The energy 
charge is one cent net per kilowatt hour 
for the number of kilowatt hours equal 
to or less than fifty hours’ use of cus- 
tomer’s maximum demand, used each 
month, and .008 cents net per kilowatt 
hour for the number of kilowatt hours 
in excess of the number equal to fifty 
hours’ use of customer’s maximum de- 
mand, used each month. 


tt minimum monthly bill will be 
the highest maximum demand 
charge established in the current or any 
one of the eleven preceding months, 
but not less than $165, except that this 
minimum shall be waived for the twelve 
consecutive months next after service 
hereunder has first commenced. 

Warren H. Marple, executive secre- 
tary of the state rural electrification 
committee at Springfield, states that 
one cooperative is building its own 
plant near Winchester. Two codpera- 
tives are buying from the Springfield 
municipal plant and one from the 
Geneseo municipal plant. New codpera- 
tives now organizing, he says, will 
doubtless buy from the Central Illinois 
Public Service Company. He indicates 
that there has been no demand for 
wholesale supply from other utility 
companies and they have accordingly 
made no offer of any specific wholesale 
rate. 

The Alabama Power Company of 
Birmingham reports that its experience 
with the sale of wholesale power to 


cooperative associations serving rural 
territory has been very limited. The 
company serves only one such associa- 
tion at the present moment; namely, 
Clarke-Washington Electric Member- 
ship Corporation in south Alabama. 
Service to the association was begun 
on July 9, 1937, and at the close of the 
year the company had supplied to it 
only 44,100 kilowatt hours. 


HE company’s attitude toward 

these associations is one of codp- 
eration and it is endeavoring to assist 
the present customer it serves in any 
way it can. The power company itself 
has been interested in rural electrifica- 
tion for many years and has extended 
rural service to customers in 64 of the 
67 counties of the state. At the close 
of 1937 it had in operation 5,541 miles 
of rural lines serving 22,976 rural 
customers. 

The wholesale rate established by the 
Alabama Power Company for codp- 
eratives in its territory includes a de- 
mand charge of $1.50 per month per 
kilowatt for the first 100 kilowatts of 
demand, plus $1.25 per kilowatt for 
the next 4,900 kilowatts of demand, 
plus $1 per month per kilowatt for all 
over 5,000 kilowatts of demand plus 
the energy charge. 

The energy charge is as outlined at 
top of page 374. 

There are six codperative associa- 
tions operating in Tennessee at the 
present time, according to John C. Cos- 
tello, vice president of the Tennessee 
Electric Power Company of Chatta- 
nooga. Four of them are in the terri- 
tory served by this company. All were 
assisted in their organization by the 
Tennessee Valley Authority and all of 
the funds necessary in the construc- 
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3.0¢ per kw. 
2.0¢ per kw. 
1.0¢ per kw. 
.9¢ per kw. 
8¢ per kw. 
7¢ per kw. 
.6¢ per kw. 
.5¢ per kw. 


. for first 
. for next 
. for next 
. for next 
. for next 
. for next 


tion of the systems have been supplied 
by either the TVA or the REA. The 
company recently established wholesale 
electric service to one electric codpera- 
tive, many of whose lines are still un- 


der construction. 
B* far the most liberal wholesale 
rates to electric codperative asso- 
ciations are those offered by the Ten- 
nessee Valley Authority, with head- 
quarters at Knoxville, Tennessee. The 
lower wholesale costs offer an oppor- 
tunity for extending lower retail rates 
and the consequent expansion of facil- 
ities and loading of lines. 

At the end of January, 1938, the 
Authority was selling power at whole- 
sale to 16 codperatives in the states 
of Alabama, Georgia, Mississippi, and 
Tennessee. These organizations were 
serving 18,525 retail customers as of 
January 31st. The Authority’s whole- 
sale service is rendered under its Stand- 
ard Wholesale Power Rate. Service 
under this schedule is delivered at dis- 
tribution voltage. The rate is as 
shown below. 

There is a demand charge of 90 cents 
per kilowatt demand per month. Charge 


. for next 100,000 kw. 
. for next 300,000 kw. 


e 


e 


Energy Charge 
4 mills per kw. hr. for first 
3 mills per kw. hr. for next 
2.5 mills per kw. hr. for next 
2 mills per kw. hr. for exce 
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month; plus 
month; plus 
month; plus 
month; plus 
month; plus 
. per month; plus 
. per month; plus 
. per month; plus 


. per 
. per 
. per 
. per 
. per 


for energy in excess of 360 times the 
total measured demand as hereinafter 
defined shall be subject to a reduction 
of 0.5 mills per kilowatt hour from the 
otherwise applicable rate. The mini- 
mum monthly bill is 90 cents per kilo- 
watt of demand, but in no case shall 
the minimum bill be less than the 
charge for 60 per cent of the high- 
est demand occurring during any 
month within the previous consecutive 
twelve months’ period. 


HE first cooperative association in 

the Tennessee valley to purchase 
power from the TVA was the Alcorn 
county cooperative which began opera- 
tion on June 1, 1934, when it took over 
the distribution system in Corinth, 
Miss., and surrounding territory from 
the TVA which had purchased it from 
the Mississippi Power Company. The 
introduction of TVA rates resulted in 
an initial saving of 44 per cent to the 
customers, compared to the power com- 
pany rates. The rate reductions were 
followed by a rapid development in the 
use of electricity. During May, 1937, 
according to a TVA report, residential 
customers used an average of 139 kilo- 


kw. hr, per month 
kw. hr. per month 
kw. hr. per month 
kw. hr. per month 


1,000, 
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ELECTRIC COOPERATIVES SCAN WHOLESALE POWER RATES 


watt hours, compared to 49 kilowatt 
hours in May, 1934, the last month un- 
der the power company’s rates. The 
average rate per kilowatt hour was 
1.82 cents, compared to 5.37 cents un- 
der the old rates in May, 1934. The 
number of customers increased 57 per 
cent from 1,180 to 1,848. 

The pattern of this organization was 
followed rather closely by the coopera- 
tives which were developed during suc- 
ceeding years. The Authority is the 
sole creditor of several of its codpera- 
tive customers, having sold to them 
properties purchased from privately 
owned public utility companies or prop- 
erties which it had constructed. In 
other cases the Rural Electrification 
Administration has financed the con- 
struction of all property and is the sole 
creditor, and in a few cases TVA and 
REA are joint creditors. 


ea. the sale of wholesale 
power to cooperative associations 
is of more widespread interest in the 
Middle West, the South, and the 
Southwest where expansion of elec- 
trical facilities has not been promoted 
to any marked degree previously in 
the rural areas. Certainly, little inter- 
est is being shown in the New England 
states, except in scattered areas. In 
New York, the question of codperative 
associations for electric distribution has 
not been given much consideration. The 
cooperative laws do not permit the or- 
ganizations to operate for this purpose 
in that state. The greater portion of 
the state has electric service within 
comparatively small distances and the 
major problem is one of extending 
short spurs to reach those who do not 
have electric service at present. 

C. L. Campbell, president of the 


Connecticut Light and Power Com- 
pany, states that rural Connecticut has 
been pretty well covered by the private 
utilities doing business directly with the 
farms. He indicates that there are no 
large sections of the state which do not 
already have service. There are a num- 
ber of small groups of farmers who are 
without service, but they are widely 
scattered—a half-dozen in one part of 
the state and a half-dozen in another 
part of the state. “I doubt,” says Mr. 
Campbell, “whether there is any sec- 
tion involving as many as twenty cus- 
tomers that could be served through 
one cooperative.” 


— questions have also tended to 
involve formation of cooperative 
associations for electrical distribution 
in several New England states. Con- 
necticut is one of these. The entire 
set-up of electric codperatives in New 
England states is entirely different 
from that in the Middle West and 
South where large areas embracing 
rich farming districts are without 
electricity. 

Despite the enormous stream of pub- 
licity that has been given the Rural 
Electrification Administration during 
the last five years, comparatively few 
codperative projects which it is spon- 
soring have started actual operation. 
Several states have no projects at all. 
However, it is to be expected that a 
number of projects, now under con- 
struction, will be partially completed 
and placed in operation shortly. Several 
states did not begin active participation 
in formation of codperative associa- 
tions until about a year or two ago, 
with the result that few projects have 
been energized. In Illinois, for instance, 
the state rural electrification commit- 
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Progress in Formation of Codperatives 


6 PD EMARKABLE progress in the formation of electric codperatives 

has been made within the last five years, and, if the REA 
continues its active program for the scheduled 10-year period, it is 
quite likely that rural electrification will hit the peak. The REA 
struck its stride in the latter part of 1937 when projects began to 
start operation. The number of new customers added to the lines it 
has financed was approximately ten times the number addedin 1936.” 





tee reports that REA projects were 
slow in getting started but ‘farmers 
could use $5,000,000 or $6,000,000 
right now if they could get it.” 


N the states of Vermont, New 
Hampshire, and New York there 
are no cooperative projects being 
formed. California has no projects in 
operation at this writing, although one 
cooperative is being constructed. Very 
few projects are listed in Western 
states and surprisingly few are in op- 
eration in the South at the present mo- 
ment, except those in the TVA area; 
but several are under construction and 
probably will be energized by late in the 
summer. 

Remarkable progress in the forma- 
tion of electric codperatives has been 
made within the last five years, and, if 
the REA continues its active program 
for the scheduled 10-year period, it is 
quite likely that rural electrification 
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will hit the peak. The REA struck its 
stride in the latter part of 1937 when 
projects began to start operation. The 
number of new customers added to the 
lines it has financed was approximately 
ten times the number added in 1936. 
At the end of the year some 50,000 
rural families were taking electricity 
from these lines. 

The construction volume for REA- 
financed projects soared to a record 
peak last year. At the end of 1937 the 
volume totaled approximately $60,- 
000,000, compared with a total of less 
than $11,000,000 on December 31, 
1936. 


hg, borin $53,000,000 were allotted 
in loan contracts during 1937 for 
rural electrification projects, bringing 
the approximate total of such contracts 
outstanding at the year end to $77,- 
000,000. 

On the 15th of December, 1937, the 
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REA reported allotments made totaled 
$81,472,943. Rural line projects were 
the beneficiaries of $77,711,958 of this 
amount, $2,851,000 was for generat- 
ing equipment and plants, and $909,985 
for wiring and plumbing. Projects cov- 
ered by these allotments for rural lines 
are located in 41 states, and they will 
provide for approximately 75,000 miles 
of rural line designed to serve 250,000 
customers. 

The only states that are without 
outstanding allotments are Connecti- 
cut, Massachusetts, New Hampshire, 
New York, Rhode Island, Utah, and 
Vermont. 

“A good measure of the accelera- 
tion of the REA program,” according 
to an REA report, “is furnished by 
the volume of new rural lines going 
into construction. In the nineteen and 
one-half months ending December, 
1936, 11,200 miles were started. For 
the first half of 1937 the figure for 
mileage started in that period was 16,- 
000 and for the last half of the year 
it approximated 33,000.” 

With rural electrification having 
passed the experimental stage, proj- 
ects will settle down to active opera- 
tion shortly. After the principal lines 
have been energized, codperatives will 
begin constructing extensions to cover 
isolated sections. When these loops 
have been completed, codperative asso- 


ciations will be in a position to load 
their lines to capacity. 


re wholesale rates will make it 
possible for the associations to 
scale down their retail rates slightly 
and at the same time keep up their 
amortization, depreciation, taxes, in- 
terest, and operating costs. With lower 
retail rates to customers, active cam- 
paigns for greater consumption can 
begin. Whether or not the farmer will 
be able to expend heavily for appliances 
depends largely on economic condi- 
tions, of course, in the next five or ten 
years. If farm conditions are favor- 
able in the next decade, electric codp- 
eratives probably will see their great- 
est expansion in the history of the 
electric power industry. 

It is too early to predict or even at- 
tempt to determine just what will be 
the success of electric codperative asso- 
ciations operating with wholesale 
power rates averaging in excess of one 
cent per kilowatt hour. Except in only 
a few instances, cooperatives are now 
purchasing power above the average 
one cent per kilowatt rate. In the Ten- 
nessee Valley Authority area, however, 
lower rates abound. When consumption 
increases, it is very probable that whole- 
sale rates will come down, and the 
sooner this occurs, the better for codp- 
erative associations. 





Public Utilities As Community Builders 


corr HE wise public utility is a community builder. It campaigns for 
new industries. It develops new crops for its farmers. It takes a 
vital, leading part in working toward a bigger, better, more prosperous 
region. All because enlightened utility managements have learned that 


this work pays. 


“And some of the highways and byways that community-building 
programs are leading into foreshadow the birth of entirely new indus- 


tries, until now wholly unheard of.” 


—Harwoop F. MErri.t, writing in Forbes. 
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If Electric Power Were Free 


How about the cost of new apphances, 
wiring, and maintenance? 


The author tells why, in his opinion, it is not the cost of the current 

alone that stands in the way of its fuller use in the home. In his 

opinion the owner’s original investment in wiring and equipment and 
the carrying charges are of considerably greater importance. 


By EMERSON P. SCHMIDT 


HE demand for electricity is what 
the economist calls a joint de- 
mand; that is, any utilization of 
energy requires at the same time the 
use of appliances and wiring. New 
uses of electricity call for the purchase 
and maintenance of new appliances, and 
frequently new and heavier wiring. 
In his attack on electric utilities 
President Roosevelt has employed the 
old canard first used, apparently, by 
Chas. P. Steinmetz in 1911, ‘“Elec- 
tricity is expensive because it is not 
widely used, and it is not widely used 
because it is expensive.” While there 
is truth in this statement there is also 
error. In the first place it assumes 
that unit cost decreases with larger and 
larger size of plant. Unfortunately, in 
spite of our vast statistical data we do 
not have accurate knowledge with re- 
spect to the correlation between size 
of plant and unit cost. We do know 
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that size brings economies within 
limits. This is partly due to certain 
engineering gains; for example, a 200- 
kilowatt plant does not contain twice 
as much wire, steel, nickel, etc., as a 
100-kilowatt plant. Similar gains in 
the distribution system may be experi- 
enced with increasing size. Another 
technical gain arises from fuller utili- 
zation of fixed plant. For example, a 
line pole can just as well carry ten 
wires as two in most instances. There 
may be additional economies in per- 
sonnel. On the contrary, size also 
brings diseconomies. Supervision costs, 
red tape, and waste increase frequently 
with increasing size. But the notion 
that expanding use will mean indefi- 
nitely lower costs is not accepted by 
those conversant with the facts. 

The second error or partial truth in 
the Steinmetz adage relates to the 
jointness of the demand for electricity. 
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IF ELECTRIC POWER WERE FREE 


Numerous studies have shown clearly 
that the cost of energy under electric 
refrigeration for the private home is 
less costly than natural ice. The elec- 
tricity cost is about $12 to $18 a year 
for the average home. Yet millions of 
homes where electricity is used for 
other purposes do not employ it for re- 
frigeration. The explanation lies in the 
relative costliness of the appliance. 


r. J. C. Damon of the Wisconsin 
Public Service Commission has 
acknowledged that the leading factor 
preventing a more widespread use of 
electricity is the cost of house wiring 
and the appliances.’ He found that the 
lowest cost of reasonably reliable light 


a World, September 14, 1935, p. 
2208. 


e 


appliances called for an investment of 
about $175 per family, while the esti- 
mated normal electricity cost per month 
was only $1.58 at 4 cents per kilowatt 
hour as indicated in Table I. Thus the 
monthly operating cost would be only 
.903 per cent of the investment; put 
another way, the investment cost would 
be about 110 times the operating cost 
per month. If the same customer pre- 
ferred to have high-grade appliances, 
the investment cost would be over $600, 
as the accompanying table indicates. 
If he were satisfied with average cost 
apparatus, his investment would be 
about $250, or 158 times his electric 
bill for one month. However, with 
this investment his residence would still 
fall considerably short of being a “com- 
pletely electrified home.” Were he de- 


TABLE I 
Cost or ELectriciry AND APPLIANCES, 1935* 


Appliance 
Curling iron 
Heating pad 
Clock 
Waffle iron 
Washing machine 
Space heater 
Kitchen mixer 
Vacuum cleaner 
Flatiron 
Toaster 
Percolator 
Sandwich toaster 


Lf Sin greta wee ae eee : 


Iron machine 
Oil burner 
Refrigerator 


Subtotal 
Water heater 


Grand Total 


Cost per Month** 
$0.04 


Investment 
Low High Average 
195 $ 495 $ 3.00 
3.50 8.50 5.00 
40.00 5.00 
16.95 10.00 
110.00 75.00 
15.00 6.00 
25.00 ; 
59.50 
8.50 
14.50 
15.00 
15.00 
300.00 


$632.90 

110.00 

500.00 

99.50 400.00 

89.50 300.00 
$478.95 $1310.00 $645.00 


100.00 300.00 125.00 
$753.10 $2242.90 $1021.00 





$174.15 


39.95 
250.00 








*Electrical World, September 14, 1935, p. 2208. 
**4¢ per kw. hr. for small appliances, 3¢ for major appliances, and l¢ 


for water heater. 
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The Fully Electrified Home 


“. . . the ‘completely electrified home’ is a long 
way off ... Even if electricity were free, a mat- 
ter scarcely envisaged by the most imaginative 
critic of the utilities, many homes would still fall 
short of complete electrification. While the cost 
of electricity no doubt has some effect on the 


use of this energy, ... 


other elements in this 


joint demand—the original investment in wir- 
ing and equipment, and the carrying charges— 
are of considerably greater importance.” 





sirous of adding an electric mangle, oil 
burner, refrigerator, electric range, 
and water heater, he would have to add 
nearly $600 more to his investment 
even if he were satisfied with the low- 
est cost, reasonably reliable appliances, 
according to Mr. Damon. 


AN various estimated rates (see foot- 

note to Table I) the monthly cost 
of electricity would be $10.81, but his 
total investment would be $753.10. 
Making such an investment not only 
requires the raising of the cash but in- 
volves certain additional charges. If 
we assume the average life of these ap- 
pliances to be ten years, there is an 
annual depreciation cost of $75.31; in- 
terest at 5 per cent on the investment 
will amount to $37.65 per year ; main- 
tenance of the appliances, switches, 
cords, etc., may be conservatively esti- 
mated at $25 a year. Extra insurance 
and tax charges should also be added 
on a strict cost basis. Overlooking the 
latter items, this makes a total annual 
carrying cost of $137.96 for the low- 
est cost reasonably reliable equipment. 
If we assume that our customer pre- 
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fers somewhat better equipment (aver- 
age in Damon’s calculation) the total 
investment will be $1,021. Deprecia- 
tion at 10 per cent, interest on invest- 
ment at 5 per cent, and maintenance 
at $50 gives a total annual charge of 
$203.15, while the electricity cost is 
only $129.72. Clearly there is some- 
thing besides high charges for elec- 
tricity which keeps energy consump- 
tion down. 

In order to secure some empirical 
data on appliance usage and cost the 
writer prepared a questionnaire and 
asked his students in public utility 
economics to furnish the facts from 
their homes in regard to usage and cost. 
The leading results of this study are 
summarized in Table II. 


HILE too much reliance must not 

be placed in such a small sam- 
ple of 88 cases in a university popula- 
tion, it is believed, from such informa- 
tion as was furnished by the students, 
that it constitutes a fairly representa- 
tive cross section of the population in 
Minnesota villages, towns, and cities. 
The average size of house occupied by 
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these students consisted of 7.6 rooms, 
including kitchen and bath. Possibly 
the poorest classes in the community 
are somewhat underrepresented, al- 
though the enormous opportunities for 


“working one’s way through college” 
in the Twin City area and the fact that 
the Federal student aid program bene- 
fits about one-fourteenth of the student 
body tend to correct this. However, 


7 


TABLE II 
Cost or APPLIANCEST 


Appliance 
Power : Sewing machine 
Refrigerator 
Washing machine 
Fan 


Kitchen mixer 

Toys 

Radio 

Vacuum cleaner 

Oil burner 
Dishwasher 
Miscellaneous motors 
Clocks 


Flatiron 

Mangle 

Heating pad 
Curling iron 
Room heater 
Toaster 
Percolator 

Hot water heater 
Miscellaneous 


Total Heat 


Fixtures 

Floor lamps 

Desk lamps 

Light bulbs 
Christmas tree lights 
Ray lamps 


Total Light 


Grand total, all appliances. . 


$520.39t7 ($1278.79) ** 


$ 91.05t¢ ($419.49) ** 


$104.01¢¢ ($154.39) ** 
$715.457¢ ($1852.67) ** 





+Based on 88 questionnaires. Data for all appliances in some cases 


were not furnished. In some cases 


a home had more than one of a given 


appliance, as radios, fans, and razors. 


*This figure represents the average investment per home where the 
particular appliance in question was in use, 

ttSince not all homes had all of the listed appliances, the columns do 
not add up to this figure, which represents the actual investment. 

**The figure in parenthesis represents the investment per home which 
would be necessary if each home contained every appliance, and the 
investment in each appliance equalled the sum actually invested by each 
home having that appliance. 
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this study is not advanced as a pure 
random sample of sufficient size to war- 
rant drawing any final conclusions. 

The table indicates that the average 
family had $520 invested in power ap- 
pliances, $91 in heat appliances, and 
$104 in lights and fixtures, including 
therapy lamps, making a total of 
$715.45. 

Secondhand appliances were found 
in many cases, and when this was the 
case the secondhand price actually paid 
was used. 

The average monthly bill for energy 
of all these cases was $5.23. The total 
investment involved carrying charges 
of $71.55 depreciation at 10 per cent, 
$35.77 interest on the investment at 5 
per cent, and $25 (estimated) for main- 
tenance, making a total of $132.32. 
Thus the annual carrying cost was 25 
times the monthly bill, and about 100 
per cent more than the annual cost of 
electricity. Incidentally these results 
conform closely with the data fur- 
nished by Dr. Damon, although his 
figures made no allowances for second- 
hand purchases. If to the above figures 
were added the original cost of wiring 
the house—$100 to $250—and the cost 
of additional wiring for heavier appli- 
ances such as electric ranges, the cost 


of electricity relative to investment 
cost would drop still further. 


I* the light of these facts the “com. 

pletely electrified home” is a long 
way off. If these investment figures 
are reasonably accurate and if every 
home were to be equipped with all the 
appliances and apparatus found in 
some of these Minnesota homes at the 
average prices actually paid by those 
households which utilize them, then the 
total investment per home would have 
been $1,852.67. (See the figures in 
parentheses in Table II.) The annual 
carrying charge on such an investment 
would amount to $377.90, allowing 10 
per cent for depreciation, 5 per cent on 
the investment, and $100 for mainte- 
nance. Even if electricity were free, a 
matter scarcely envisaged by the most 
imaginative critic of the utilities, many 
homes would still fall short of com- 
plete electrification. 

While the cost of electricity no doubt 
has some effect on the use of this 
energy, the foregoing analysis leads to 
the conclusion that other elements in 
this joint demand—the original invest- 
ment in wiring and equipment, and the 
carrying charges—are of considerably 
greater importance. 





An Oo-la-la Edition of Modern Train Service 


€¢ JQ40!I0 trains” carrying a special dancing car large enough 
for twelve couples to take the floor at the same time 
are now reported to be popular in France. They have their own 
broadcasting station, which is tuned in for every compartment. 
Lectures on the passing countryside are delivered over it, music 
is played, and the latest news given. An amateur hour for pas- 
sengers is usually arranged and a popularity contest held. The 
trains are operated on Sundays, making a round trip to some 
place of historical or other interest to travelers. 
—Telegraph and Telephone Age. 


SEPT. 15, 1938 382 





stment 


.¢ 


com- 
L long 
gures 
every 
Il the 
d in 
at the 
those 
n the 
have 
es in 
nual 
ment 
g 10 
it on 
inte- 
pe, a 
nost 
lany 
om- 


ubt 
this 
s to 
in 
est- 
the 
bly 


Wire and Wireless 
Communication 


‘7 ASHINGTON observers are not gen- 
W eaily disposed to credit rumors 
that the recent resignation of A. A. Berle, 
Jr., from his post as Assistant Secretary 
of State was the result of the widespread 
publicity which attended publication of 
the so-called “confidential” memoran- 
dum which he submitted to the congres- 
sional monopoly investigation committee. 
The implication of these rumors is that 
the inner circles of the administration re- 
sented very much Mr. Berle’s forthright 
criticism of a number of New Deal poli- 
cies and accordingly turned on the “heat” 
to such an extent that Berle felt con- 
strained to withdraw. 

The fact is, however, that Mr. Berle 
never was very particular about being 
Assistant Secretary of State and took the 
post only with the understanding that it 
would be temporary. It is known that 
he has been wanting to get out of official 
government service for some time. A 
likelier view, therefore, is that Mr. Berle 
wrote his celebrated memorandum as a 
sort of a nunc demittis, tossed it in the 
—T* lap, picked up his hat, and 
eit. 

Be that as it may, Mr. Berle left plenty 
of discussion behind him. The 12,000- 
word, 23-page memorandum, which pur- 
ports to outline a program for the con- 
gressional committee, charted a course 
of investigation that could easily keep a 
full-time committee busy for a decade to 
come, Already there has been talk, large- 
ly on the basis of Mr. Berle’s suggested 
agenda, of changing the committee from 
a temporary to a quasi permanent basis. 
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Aside from his specific references to 


public utility industries described else- 


where in this issue (page 393), com- 
munications companies were given some 
special attention in certain passages of 
Mr. Berle’s piece. Concerning the grant- 
ing of “Special Privileges,” he stated: 


In this connection shining examples are, 
of course, patent and trade-mark privileges. 

With this must be bracketed government 
exclusive licenses, for instance, the kind of 
license the Federal Communications Com- 
mission grants to radio companies. 

Great care has to be taken especially with 
Federal or state license investigation. For 
instance, tlle Federal Communications Com- 
mission has taken the view that a part of its 
business is to protect an existing communica- 
tion facility from impairment by a competi- 
tive facility as in the famous case when a 
radio beam license between New York and 
Oslo was denied because there already was 
a cable communication. Yet the Federal com- 
mission nominally is merely created to keep 
order in the air. What legal right is there 
for the maintenance of cable monopolies by 
the Federal Communications Commission ? 
The same applies to the denial of licenses to 
use short wave transmission in the United 
States, thereby assuring a continued mo- 
nopoly to the A. T. & T. 


Telephone and telegraph men might 
object to Mr. Berle’s implied criticism on 
the score that he takes no account of the 
congested condition of the radio spec- 
trum and the duty of the FCC to see that 
available radio frequencies are put to the 
best public use for the greatest possible 
number. In other words, it is unfair to 
say that the FCC is deliberately foster- 
ing monopoly in the communications field 
by established wire services, when it 
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might be equally concerned lest commer- 
cial point-to-point wireless communica- 
tions service would hog the air waves to 
the disadvantage of radio broadcasting 
for entertainment, police, plane, and ship 
radio, and other necessary and experi- 
mental services. Certainly the radio spec- 
trum on this continent is overcrowded 
even with prevailing restrictions. 

However, it is well to bear in mind 
that Mr. Berle was simply suggesting 
topics for the committee to explore— 
and was not suggesting any final conclu- 
sions of his own. Thus, if the committee, 
following Mr. Berle’s tip, found that the 
FCC is best protecting the public interest 
by keeping commercial point-to-point 
communications on a land wire basis, 
that would, presumably, be okay with 
Mr. Berle. He merely wants the subject 
studied because he thinks it needs to be 
studied. 


NOTHER passage from the Berle opus 
which will interest stockholders in 

the biggest corporation in the world (A. 
T. & T.) is his remarks about the con- 


centration of economic power in the 
hands of a relatively small group or 
dynasty of American families. He stated 
on this point: 


I presume some attention will be given to 
the problem of the concentration of power. 
This ought not to be confused with con- 
centration of property or ownership. These 
are two different problems. I have not been 
able to get up any intellectual respect for 
books like Lundberg’s “Sixty Families” 
(leaving aside the fact that it was extreme- 
ly inaccurate), because property is one thing 
and power is another. Concentration of 
power in New York or Boston has nothing 
whatever to do with the private fortunes of 
individuals. The Van Sweringens were no 
less powerful at the end of their lives, when 
they were bankrupt, than they were in mid- 
stream, when they had between them a for- 
tune worth on paper two or three hundred 


strictly social reasons for having no jp. 
dividuals with large incomes, though | 
rather doubt this; but such reasons have |it. 
tle to do with industrial organizations 
Powerful individuals in industry may haye 
large incomes; or they may not. There js 
no particular connection between the two 
facts. 

The methods of control are well known, 
The most obvious of them are listed here 
purely for convenience. 

Ownership 

Joint ownership with others 

Ownership of voting stock 

Ownership of controlling voting minority 

Ownership of a special class of stock over- 

weighed as to vote 

Pyramided holding corporations 

Interlocking directorates 

Interlocking marketing agreements 

Unity of financial group control 

Control through short-term credit 

Control through patent licenses and price 

restrictions 

Control through being a principal cus- 

tomer 

Control through monopoly of a necessary 

raw material, e.g. rayon. 

No accurate definition of control has ever 
been made. It is impossible to describe the 
process. In a good many cases the results 
would be fantastic in the extreme. I havea 
good working knowledge of how the firm of 
J. P. Morgan & Co. “controls” the Guaranty 
Trust Co, They have no legal control of any 
kind. There is nothing to prevent the board 
of directors from doing anything it pleases. 
Yet at various intervals in the life of the 
Guaranty Trust Co. it has been in difficulties 
and on each occasion it has applied to Mor- 
gan & Co. for assistance and got it. By con- 
sequence, they not unnaturally seek and gen- 
erally, though not always, follow the advice 
of Morgan. There is nothing necessarily 
vicious in this. It was frequently good ad- 
vice from the strict banking point of view. 
Certainly it was good ethics in the 1921 in- 
cident. But it does create the problem of 
power. There is no way of changing that 
relationship unless and until some system 
of capital banking is evolved, whereby the 
Guaranty Trust Co. can look for help in time 
of trouble to someone other than the private 
interests, 


Finally, all communications carriers, 


million. : _ whether wire or wireless, will be inter- 
A study of concentration of property in- ested in Mr. Berle’s challenging sugges- 


terests and of income would be interesting, 
but probably would prove nothing except 


tion that government regulation should 


the existence of a property-owning class. invade the research laboratories of tech- 
By the time it was discovered that one hun- nical industries. With rivalry between 
dred thousand individuals owned a con- wire and wireless communications indus- 


siderable percentage of the national income, 
it would also be discovered that most of 


tries increasing as television, news fac- 


these individuals had very little to say about Simile, and other new services develop, 
what actually was being done. There may be the following passage from Mr. Berle's 
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remarks on “Technical Improvements” 
merit attention : 

For instance, the development of new in- 
ventions. At present a very large number of 
inventions are made in research laboratories 
of large corporations. We have no knowl- 
edge as to how many of them are used; and, 
of course, no guide at all as to what would 
happen were these inventions open to ex- 
ploitation by any group other than the cor- 
poration developing them. It would be in- 
teresting, accordingly, to have some factual 
knowledge as to whether the net result of 
research laboratories is not to stifle inven- 
tions, once they are made, quite as much as 
to cause actual invention. 


* * * * 


HE ascendancy of the State Depart- 

ment in the field of international 
regulation of communications is indi- 
cated in the recent announcement by Sec- 
retary of State Cordell Hull that a new 
division has been created to handle all 
foreign competition in the field of radio, 
cable, telephone, telegraph, aviation, and 
shipping. The head of the new division 
is Francis C. De Wolf (the State Depart- 
ment’s own communications expert ). 

As heretofore, the State Department 
will call on other bureaus of the Federal 
government for advice and assistance in 
international communications matters, 
but it will keep principal control of the 
situation itself. Thus the FCC, Com- 
merce Department, Maritime Commis- 
sion, and the new Civil Aeronautics Au- 
thority will be asked to help out when 
necessary in furnishing technical ex- 
perts, but the State Department’s new 
division will develop its own technical 
group so as to rely on them less than 
heretofore. 

There is just a chance that the Com- 
merce Department and FCC may gen- 
erate a little jurisdictional friction when 
the State Department’s new division 
‘steps out.” FCC and Commerce De- 
partment experts have had so much to 
say about such matters in the past and 
have developed quite a habit of attending 
the periodical international conferences. 
They may not like their more subdued 
tle in the future. 

However, Secretary of State Hull 
feels that with the general international 
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situation in such a highly delicate condi- 
tion and getting no better, it is wiser to 
have our diplomatic service control and 
“coordinate” our more technical bureaus 
than vice versa, even though such a 
policy may result in building up, to some 
extent, a duplicate technical personnel. 


* * * * 


hem small intrastate telephone com- 
panies have been facing quite a 
dilemma with respect to the new Federal 
wage-hour law. Although they believe 
themselves legally exempt from the pro- 
visions of this statute, which would be 
particularly burdensome if applied to 
them, these companies feared on one 
hand that they would be caught flat- 
footed without statistical data necessary 
for compliance, if the law is finally ap- 
plied to them. On the other hand, they 
hesitated to busy themselves with the col- 
lection and preparation of such data for 
fear of prejudicing their claims for ex- 
emption and tempting the Federal ad- 
ministration to apply the law to them. 

Last month, after carefully polling the 
attorneys for its various member com- 
panies, the United States Independent 
Telephone Association decided to seize 
the bull by the horns and thereupon ad- 
vised the Federal administration that the 
intrastate independent telephone compa- 
nies do not consider themselves subject 
to the act and have no intention of com- 
plying with it. The basis for their de- 
cision is §13(a)(2) which exempts 
“service establishments” from operation 
of the act. 

The effect of this procedure will leave 
the next move up to the administrator. 
If he disagrees with the association’s 
viewpoint he can take them to court, but 
in any event the association has made its 
choice. 

At this writing Federal Administrator 
Andrews was much too busy with more 
important sections of the industries 
clearly within his jurisdiction (such as 
textiles) to tackle the independents. The 
matter will probably stay just where the 
association left it until the Federal ad- 
ministrator is given a counsel to advise 
him on such matters. Whether the ad- 
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ministrator will agree to let the little 
telephone companies off scot-free or will 
pick up the challenge may also depend in 
great measure upon the individual se- 
lected for the counsel’s job. 

A practical and conservative legal ad- 
viser would be likely to take the view that 
the act was not intended for such small 
fry as the little local telephone compa- 
nies. A vigorous leftwinger, on the other 
hand, would never let the independents 
get away with their run-out act without 
a court battle. Legally speaking, it is 
hard to decide which side has the edge, 
since “service establishment” is not de- 
fined in the act and nobody in Washing- 
ton seems to know what it means or what 
class of business it was intended to cover. 

However, the independent telephone 
companies, in concluding that they are 
not under the new law, have not left 
themselves entirely without an anchor to 
the windward. In the same letter to its 
members in which they were informed 
of the decision that they are exempt, the 
United States Independent Telephone 
Association told the member companies 
to “at once analyze” business revenues 
in terms of intrastate and interstate busi- 
ness so as to be in a position to prove, if 
necessary, that their businesses are pre- 
dominantly intrastate. It is likely that 
more cautious companies are also quiet- 
ly assembling data on how they might 
most economically comply with Federal 
wage standards, just in case—. 

ee 

C bo new Civil Aeronautics Author- 

ity was launched last month in 
Washington with no ceremony and very 
little publicity. It is probable that the 
average citizen does not yet realize that 
the commercial aviation of the United 
States has now been taken over by a new 
independent regulatory commission. 

Prior to the inauguration of the new 
authority, commercial aviation was a 
veritable stepchild of Federal regulation 
—with authority divided among several 
bureaus. The new board, whose alpha- 
betical denomination will be CAA, 
opened up shop in the old quarters of the 
former Bureau of Air Commerce of the 


Department of Commerce. 
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Just before the CAA went into opera. 
tion, various air lines were involved in, 
scramble for air mail routes, so as to be 
established carriers with a priority fo, 
“certificates of convenience and neces. 
sity” which they hoped would be fd. 
lowed by substantially increased air mail 
subsidies. Most of the competition 
seemed to be over the route between the 
Mexican border terminus at Brownsville 
Texas, and other Texas points. 

Competitive bids involved the ludi- 
crous choice between a sixth place deci- 
mal fraction of a cent per mile and an 
absolute zero. The Post Office picked 
the zero bidder by Eastern Airlines while 
a disappointed rival contemplated going 
to court or before the new CAA to pro- 
test the legality of bids of nothing at all, 

* * * * 


N interesting comparison between 
local and national forms of public 
ownership in the telephone field was 
shown in the recent financial report of 
the Hull Corporation Telephone Depart- 
ment for the year ended March 31, 1938, 
The city of Hull is the only municipality 
in Great Britain still operating its own 
telephone system. All the others are con- 
trolled by the British post office. Accord- 
ing to a recent dispatch from our Ameri- 
can consulate at Hull, the city Telephone 
Department has again shown a profit on 
its operations. The communication points 
out that the city has regularly shown a 
profit on its telephone business “notwith- 
standing the fact that charges are lower 
than in the rest of Great Britain.” 

The city telephone employees are rec- 
ompensed at the same rate of pay as the 
government telephone employees and en- | 
joy a retirement system similar to that 
used by the post office. 

Gross profits for the year ended March 
31, 1938, were £52,494 ($258,795) and 
net profits amounted to £22,294 ($109, 
909). Royalties paid to the British post 
office amounted to £14,176 ($69,888) 
during the year, making a total since the 
commencement of the service of £265,- 
267 ($1,307,766). There are over 23,00 
telephones in the area, 92 per cent of 
which are automatic. 
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Financial News 


and 
Comment 


By OWEN ELY 


Pacific Gas and Electric and 
Hetch Hetchy 


HE position of Pacific Gas and 

Electric Company with respect to 
the Hetch Hetchy controversy remains 
complicated by several intangible factors. 
In the first place, the legal aspects of the 
situation have not yet been finally deter- 
mined. Secondly, a new element has 
been injected into the picture in Secre- 
tary Ickes’ threat to withhold all PWA 
allotments to the city pending its con- 
formance to his interpretation of the 
Raker Act relative to distribution of 
Hetch Hetchy power. And, thirdly, it is 
by no means certain that the city of San 
Francisco will authorize the issuance of 
bonds to finance the purchase of the 
Pacific Gas and Electric Company’s dis- 
tribution facilities. 

The Raker Act, passed in 1913, 
granted to the city of San Francisco con- 
gressional authority for certain water and 
property rights in the Yosemite Na- 
tional Park in connection with its Hetch 
Hetchy water supply and power devel- 
opment. This act specifically states that 
power from this project cannot be sold 
or leased to “any corporation or indi- 
vidual except a municipality or a mu- 
nicipal water district or irrigation dis- 
trict.” Under the arrangement made in 
1925, when power was first brought into 
the city from Hetch Hetchy, Pacific Gas 
and Electric Company distributes this 
power as the city’s agent, the municipality 
receiving in return a payment based 
mainly on a percentage of gross rev- 
enues, which in recent years has 
amounted to somewhat more than $2,- 
000,000 annually. 

In April, 1938, Federal Judge Roche, 
ruling this contract to be a contract of 
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sale instead of an agency agreement, or- 
dered the city to discontinue the deliv- 
ery of Hetch Hetchy power to Pacific 
Gas and Electric Company. A petition 
for a rehearing was denied late in July, 
the judge at that time setting December 
28, 1938, as the date when the city must 
discontinue delivery of power. The city 
will appeal in a higher court. Its attor- 
neys contend that the recognition of its 
contract by all previous secretaries of the 
Department of the Interior has in effect 
validated it. It also contends that the 
city already owned water rights under 
a state law prior to the establishment of 
government control over the Yosemite 
area. In addition it denies that its main 
generating plant is on government 
property. 


ow effective will be Secretary Ickes’ 
threat to withhold PWA funds is 
problematical. The Board of Super- 
visors has approved PWA projects in- 
volving about $5,500,000 in Federal 
grants. The threat may not be carried 
out in view of other political considera- 
tions which might carry more weight. 
According to latest reports the Board of 
Supervisors has decided not to submit to 
voters in November a proposal to issue 
$21,000,000 of revenue bonds, the pro- 
ceeds of which would be used to acquire 
the distribution facilities and other prop- 
erties of Pacific Gas essential to service 
of electricity to a portion of San Fran- 
cisco deemed roughly equivalent to the 
output of the Hetch Hetchy power sys- 
tem. The voters of San Francisco have 
already six times defeated proposals to 
authorize similar bond issues. 
The city in 1935 submitted to Secre- 
tary Ickes a plan for distribution of 
Hetch Hetchy power known as “Scheme 
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Four,” under which the city would ac- 
quire a portion of the distribution sys- 
tem, mainly in the residential districts, 
purchasing from the company sufficient 
power to supply this partial system. 

Should the lower court’s decision be 
finally upheld, the city could attempt to 
secure a congressional amendment to the 
Raker Act, as was recommended by 
Judge Roche in his April ruling. If the 
voters should persist in refusing to au- 
thorize a bond issue, this would seem to 
be about its only recourse. 

The importance of the Hetch Hetchy 
situation to Pacific Gas and Electric 
Company is indicated by the fact that 
service in San Francisco currently pro- 
vides almost one-sixth of total gross 
revenues from all sources. It is impossi- 
ble to estimate accurately what would be 
the effect on the company’s earnings 
should it be forced to sell its distribution 
system in San Francisco. It is generally 
believed that about $60,000,000 is a fair 
minimum value for the property, with- 
out including severance costs. Assuming 
sale at this amount, it may be figured 
very roughly that net income would be 
reduced by about 20 cents to 25 cents per 
share on the common stock, although one 
estimate as high as 50 cents has appeared. 
For the twelve months ended June 30th, 
$2.56 was reported earned on common 
stock. 


5 


Streamlining the Holding 
Companies 


HE request by SEC Chairman 
Douglas, for submission by Decem- 
ber Ist of tentative plans for the geo- 
graphic integration of holding company 
properties, will doubtless require consid- 
erable research by the executive staffs 
of these companies. A new era of “horse 
trading” may begin, with properties in 
one state being swapped for those in an- 
other. Companies which are fortunate 
enough to have extra cash on hand, or 
which can easily do additional financing, 
may have greater latitude in rebuilding 
their systems. 
Several announcements have already 
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been made. American Water Works, of 
course, effected a simple readjustment 
some time ago. Cities Service recently 
indicated that it is dropping out of the 
utility field in order to concentrate on the 
oil business, and Commonwealth & 
Southern is reported interested in a. 
quiring its Ohio and Michigan properties, 
Despite its ownership of a large amount 
of cash, the breakup of Utilities Power 
& Light’s system now seems to be indi- 
cated, with Electric Bond and Share and 
North American rumored interested in 
acquiring certain properties. Engineers 
Public Service has made several steps to- 
ward conforming with the SEC mandate, 
Of course, it remains possible that some 
important company will resort to a court 
test of §11. But due to the past failures 
in testing the registration feature of the 
act, together with the present makeup of 
the Supreme Court, this remains doubt- 
ful, at least until the SEC has applied 
definite pressure on individual com- 
panies. 

Since it would be logical for two im- 
portant systems to arrange trades of 
properties in two nonadjoining states, a 
map showing the location of the operat- 
ing units of principal holding company 
systems, reproduced on the next page, 
may be of interest. No attempt has been 
made, of course, to indicate the relative 
importance or size of the various units, 
so that the map does not afford any 
definite indication of switch possibilities, 
being intended merely to indicate the 
scope of the problem. 


s mentioned in previous comment in 
A this department, the SEC has not 
indicated very definitely how strictly it 
will interpret the provisions of §11. ‘The 
commission may feel that integration re- 
quires fairly close concentration, confined 
to one particular state and the states im- 
mediately adjoining; or this might per- 
haps be stretched to include (as in the 
case of Associated Gas) the entire At 
lantic seaboard and adjoining states to 
the west. It seems likely that, in making 
up their preliminary programs for sub- 
mission December 1st, the utilities wil 
take as liberal a view as possible, leaving 
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it to the SEC to indicate whether the re- 
sults conform to its views of the act. 

The suggestion made sometime ago in 
the FORTNIGHTLY that a large “pooling 
corporation,” organized with the codp- 
eration of the Federal government, 
would help expedite the reshuffling of 
properties, has been discussed in the re- 
cent letter of a well-known Washington 
service. Such an organization would aid 
the industry although its creation might 
be feared by some people as a further 
opening wedge toward government 
ownership. 


¥ 
A Bearish View of TVA Effects 


re. has a more pessimistic expres- 
sion of opinion on the outlook for 
utility security prices been published than 
that contained in the recent monthly let- 
ter of Goodbody & Co. The analysis of 
the “Influence of TVA on Public Utility 
Companies” is supported by an elaborate 
array of statistical data, which attempts 
to estimate the earnings of leading hold- 
ing company units, based on the assump- 
tion that their rates must eventually be 


leveled down to the present TVA basis. 
The effects are figured in two ways, (1) 
based on current operations, and (2) 
after allowing for estimated business re- 
covery. To brighten the picture some- 
what, two additional estimates are fur- 
nished which include a 40 per cent sur- 
charge over TVA rates to make allow- 
ance for the heavy taxes paid by the 
private companies. Earnings are also 
tabulated in two ways, as a percentage 
of fixed charges earned and as per share 
earnings on preferred stock. Ten earn- 
ings figures for each company are thus 
tabulated, including the actual results 
for 1937. 

The immediate effect on earnings 
would, of course, vary widely depending 
upon the current kilowatt-hour rate for 
the individual companies. Thus Atlantic 
City Electric, which last year earned 
fixed charges three and one-half times, 
would report a deficit under TVA rates, 
while the earnings of Washington Water 
Power would be only affected slightly. 
The average result for a number of large 
systems is indicated by the following 
table compiled by Goodbody & Co. (using 
40 - kilowatt - hour bills for residential 
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projects, many of which may become p 


service in representative communities of | ; 
tential hydroelectric developments, . , . 


50,000 or more population) : 


Which 
VA 40 
Residence Kwh. Bill Is 
40 Kwh. below Private 
Bill Co. Bills 
1.20 


American Gas & Electric 

American Power & Light 

Central & South West .. 

Columbia Gas & Electric 

Commonwealth & 
Southern 

Electric Power & Light 

Engineers Public Service 

National Power & Light 

Niagara Hudson 

North American 

North American Light 
ee Es Rens 

Pacific Gas & Electric. . 

Southern California 
Edison 

Standard Gas & Electric 

United Light & Power 


1.93 
1.77 
1.92 
1.77 


1.83 
2.04 
1.93 


a following excerpts are quoted 
from the Goodbody letter: 


We believe the effect of TVA rates will 
be national in scope, and the pressure on the 
rate structure of the private utilities in this 
country will be so great from this source 
and from local governmental competition 
that investments in the junior securities of 
most public utility companies will be ad- 
versely affected. We think such investments 
involve too great risks to be held. ... 

This long struggle to force lower rates 
has also been taken up by numerous munici- 
palities which have gone into the business 
of supplying electric service to their citizens. 
This is particularly true in Los Angeles, 
Seattle, Cleveland, etc. ... We would also 
remind the utility investor that the PWA is 
now engaged in extending free grants of 45 
per cent of the cost of a municipal power 
project and lending the rest to a number of 
communities that wish to go into the power 
business. . . . 

We would also call the attention of inves- 
tors to the several influences at work which 
make it entirely possible that regional 
TVA’s will be set up in different parts of the 
country. For example, it will be remembered 
that Senate Bill No. 2555 was almost passed 
in the last session of Congress. This bill 
provided for seven additional TVA’s and 
was very seriously discussed in Congress. 
Even more imporiant was the actual pas- 
sage of the Flood Control Act by Congress 
on June 28, 1938, “authorizing the construc- 
tion of certain works on rivers and harbors 
for flood control, and for other purposes.” 
. . . Congress authorized $375,000,000 to be 
appropriated under this act to cover these 


SEPT. 15, 1938 


On the basis of the immediate effect o, 
earnings assuming TVA rates, (a) 7}, 
cent of the companies failed to earn a 
part of their fixed charges (which were d 
ing so in 1937), (b) 524 per cent of the con, 
panies failed to cover their fixed charg 


(which were doing so in 1937). On the basi 
of our estimated recovery in revenues after 
putting TVA rates in effect, .. . (a) 25 per 
cent of the companies still could not earn al 
their fixed charges, and (b) 


earningswise. ... 


\ \ 7 HILE, of course, it is impossible to 
overlook the potential effects of the 
many anti-utility policies inaugurated by 
the present administration, in our view 
the Goodbody study is unnecessarily 
gloomy. The trend of electric rates has 
been downward for several decades, even 
during periods of rising prices, due io 
the engineering advance of the industry, 
the growth of current consumption, etc. 
This trend is continuing and has thus far, § 
for the country as a whole, been acceler- 
ated only moderately due to the pres- 
sure applied by Federal agencies. After 
all, most rates are regulated by state au- 
thorities; and a considerable degree ot 
protection is still afforded by the courts, 
despite any seepage of New Deal philoso- 
phy into the judicial machinery. While a 
few companies directly affected by TVA 
and other large projects are being sefi- 
ously hurt, we think it is a mistake to 
conclud: that the entire industry 1 
“washed up” so far as security holders 
are concerned. The marked success of 
many recent utility bond issues, financed 
at the lowest rates in history, indicates 
that large investing institutions still have 
confidence even in junior bond issues of 
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many large utility companies which are 
not directly involved in “feuds” with the 
government. 


¥ 


New Financing 


n the fortnight ended August 27th two 
| important utility issues were offered, 
$33,000,000 Commonwealth Edison 
Company first 33s of 1968 and $22,- 
000,000 Lone Star Gas Corporation 
debenture 34s of 1953. The former 
was underwritten by a large group 
headed by Halsey, Stuart & Co., who 
in former years handled the Insull fi- 
nancing ; the latter by a Mellon Securities 
Corporation group. Both offerings 
proved very successful. The Edison 
bonds, offered at 1034, were soon quoted 
at 1048-105, while the Lone Star de- 
bentures, offered at 102, were quoted 
1038-104. The success of the com- 
panion issue of Commonwealth, the con- 
vertible debenture 34s, also seemed as- 
sured; the bonds, which will be offered 
to stockholders for subscription at par, 
have been quoted around 105. The Lone 
Star debentures are convertible into com- 
mon stock at any time up to August 1, 
1945, at $13-51/73 per share. The stock 
is currently quoted around 93. 

An $80,000,000 Public Service Com- 
pany of Northern Illinois refunding pro- 
gram is reported under discussion. Hal- 
sey, Stuart & Co. will probably head the 
underwriting group. 

Virginia Electric & Power (Engineers 
Public Service system) is reported con- 
sidering the refunding of its $37,500,000 
frst 4s of 1955. This should not prove 
difficult as the bonds are callable Novem- 
ber Ist at 105 (currently 106). The issue 
is rated AAA, and interest is currently 
covered nearly three times. 

International Telephone & Telegraph 
Corporation has now completed its ar- 
tangements to take care of the maturity 
of $36,527,100 convertible debenture 44s 
due next January. In the last few months 
. T, & T. has supervised the issuance 
and sale of debentures of the Interna- 
tional Standard Electric Corporation, a 
subsidiary, and also the sale of prefer- 
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ence shares of the United River Plate 
Telepho ie Company, the corporation’s 
largest operating unit in South America. 
Part of the proceeds from these opera- 
tions, together with funds to be obtained 
from J. P. Morgan & Co. and other bank- 
ers under an agreement recently con- 
summated, will put I. T. & T. in a posi- 
tion to pay off the debenture bonds. The 
banking loan will run for five years at 
5 per cent, with certain stipulations re- 
garding a possible sinking fund. 


* 


Knoxville Sells Revenue Bonds 


re first large municipal financing 
undertaking in connection with the 
Tennessee Valley Authority was success- 
fully sent on its way recently when Knox- 
ville, Tenn., sold $6,000,000 electric plant 
revenue bonds on an interest cost basis 
to the city of 3.39 per cent. The interest 
basis was the best the city has obtained 
on any of its bond offerings to date. 

The price paid by investment bankers 
was, in a large measure, made possible 
by certain covenants which the city had 
entered into with bondholders, at least 
one of which is unusual in its added pro- 
tection for the bond owner. In its con- 
tract with the security owner, the city 
pledges to maintain rates sufficient to 
meet service requirements and also ex- 
tends to “any holder” the right to demand 
receivership should a default occur in in- 
terest. Ordinarily bondholders must ob- 
tain a majority before they are in a posi- 
tion to enforce such action. 

Proceeds of the bond issue will be used 
to purchase the properties of the Tennes- 
see Public Service Co. Power will be 
supplied by the TVA. The purchase of 
the private plant will remove that much 
property from the city’s tax rolls and 
rates for electricity must be maintained 
at a rate which will compensate the 
citizens for the loss of private taxes. 
Through purchase of power from the 
TVA, the city expects to operate the 
property at a smaller cost than did the 
private company. Rates to the consumer 
have been reduced 40 per cent, and if 
this rate is found to be sufficient to meet 
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the needs of the municipal electric plant, 
it will be maintained. (See also p. 408.) 

The revenue bends were purchased by 
a syndicate headed by Blyth & Co. on a 
bid of 100.005 for the 1941-54 maturities 
as 34s and the 1955-58 maturities as 34s. 

The 33 per cent bonds were reoffered 
at prices to yield 2 per cent to 3.40 per 
cent according to maturity, while the 34s 
are reoffered to yield 3.40 per cent. 


> 
“Divide and Conquer” 


VA is bringing pressure to bear in 

Columbus, Mississippi, to displace 
the existing system of the Mississippi 
Power Company, subsidiary of Common- 
wealth & Southern, a weekly newspaper 
in that city having apparently been sub- 
sidized for that purpose. The newspaper, 
which was discontinued last December, 
devotes about 70 per cent of the printed 
matter in its recently revived edition to 
promotion of TVA power, the remain- 
ing 30 per cent coming under the head 
of general political propaganda. The city 
has offered the power company $232,000 
for its local distribution system and 
stand-by steam plant, but the power com- 
pany has pointed out that it prefers to sell 
all its properties to TVA and not to dis- 
pose of them piecemeal, which would in- 
volve a considerable loss to the security 
holders. 

This seems a typical instance of the 
new TVA policy of “divide and con- 
quer.” Commonwealth & Southern sub- 
sidiaries are threatened by municipal 
competition in 19 communities which 
have recently been granted PWA loans 
and grants. These Federal funds which 
are being urged on the municipalities total 
over $9,000,000, of which about 45 per 
cent represents gifts and the balance 
loans. 


5 


Corporate News 


N*® York city continues to press its 
fight for the razing of the elevated 
traction properties, beginning with the 
Sixth Avenue line. Spokesmen for civic 
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organizations agree in condemning the 
elevated structure as obsolete and unsafe 
but counsel for the Manhattan Railway 
Company still maintain that the projec 
is illegal. 


The New York Constitutional Conver. 
tion approved the Fertig transit unific. 
tion clause which will (if ratified by 
voters in the fall) permit New York city 
to issue $315,000,000 of bonds, regard. 
less of its debt limit, to buy privately 
operated transit lines. It is understood 
that the city is prepared to dip into its 
debt margin to the extent of some $25. 
000,000, depending upon the number of 
trolley and bus lines of the B.-M.T. sys. 
tem included in the deal. Final passage 
of the clause, which had been delayed for 
some weeks, had a favorable effect on 
prices of New York traction securities, 


Pacific Gas and Electric is removing 
itself entirely from the holding company 
category by winding up the corporate af- 
fairs of its last two subsidiaries, San 
Joaquin Light & Power Corporation and 
Midland Counties Public Service Cor- 
poration. The company has asked av- 
thority of the California Railroad Con- 
mission to offer its own preferred stock 
of $25 par in exchange for the remaining 
outstanding preferred of San Joaquin. 
The terms for the exchange provide four 
shares of Pacific Gas first preferred 6 
per cent stock for each share of 7 per 
cent prior preferred or 7 per cent pre- 
ferred of San Joaquin Light, and four 
shares of Pacific Gas 5} per cent first 
preferred stock for each share of San 
Joaquin Light 6 per cent prior preferred 
or 6 per cent preferred. 


A third plan of reorganization for 
Utilities Power & Light Co. was recently 
submitted to the Federal court at Chi- 
cago on behalf of the trustee of Public 
Utilities Securities Corporation and 
Webster Security Corporation, holders 
of the voting stock in Utilities Power & 
Light. Under the latest plan, which was 
also filed with the SEC, $10,000,000 cash 
would be used to retire debentures and 
$1,000,000 to retire preferred stock. 
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) ) What Others Think 


The New Deal, Public Utilities, 
And Monopoly 


NDOUBTEDLY, the recent memoran- 

dum sent by A. A. Berle, Jr., for- 
mer State Department aide, to the con- 
gressional monopoly investigating com- 
mittee was sincerely intended by its au- 
thor to be a confidential document. It 
was so labeled but it remained confiden- 
tial just about two hours by the clock. 
And it is easy to understand why it was 
virtually impossible for the committee 
members, and various other persons who 
saw it, to keep it a secret. 

The reason is that Mr. Berle is one 
of the original Brain Trusters of the old 
firm of Moley, Berle & Howe, which was 
so close to the presidential ear before the 
rise of Corcoran and Cohen, Thurman 
Arnold, and later intellectual satellites 
of the New Deal. Mr. Berle has con- 
tinued in the good graces of the admin- 
istration and still commands much re- 
spect for his words of wisdom. Conse- 
quently, when Mr. Berle frankly told 
the congressional committee that he 
thought many prevailing New Deal poli- 
cies are of doubtful wisdom, the news 
was too big to be confined long. 

And so it was, after practically every 
newspaper man in Washington who 
wished to do so had read the Berle memo- 
randum, Senator Joseph C. O’Mahoney, 
chairman of the congressional committee, 
authorized its publication. 

Mr. Berle’s memorandum is of inter- 
est to those concerned with utility regu- 
lation, not only because he mentioned 
utility matters specifically in connection 
with his discussion of monopoly, but also 
because of his realistic approach to the 
whole problem of industrial monopoly 
and regulation in the United States. 

A thumb-nail sketch of the Berle docu- 
ment—just hitting the high spots—would 
be about as follows: 
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(1) Monopoly is perfectly natural 
and reasonable under some circumstances 
and when monopoly is more economical- 
ly efficient it is useless to try to legislate 
it out of existence. 

(2) Competition, likewise, cannot be 
restored, continued, or preserved by 
mere legislative fiat. 


(3) Government regulation is neces- 
sary where monopoly is inevitable, but it 
is always dangerous when the govern- 
ment does not assume responsibility for 
the results—a weakness of New Deal 
legislation which tries to regulate without 
defining standards of regulation. 

(4) Labor policies developed by the 
New Deal have patent flaws—must be 
restudied and revised. (Berle is openly 
skeptical about wage-hour legislation.) 


(5) Big Business is not bad per se nor 
is Little Business good per se, and mo- 
nopoly under little business can be even 
more wasteful and anti-social than mo- 
nopoly under big business. (Berle gives 
striking illustrations. ) 

(6) Before deciding which is more 
“efficient” as between big and little busi- 
ness, we must define “efficiency” in terms 
of ultimate results and effects (t.e., one 
group’s “efficiency” may be another 
group’s poison, etc. ). 

(7) Government operation, competi- 
tion, and regulation—all have their 
points. Each may be good in various 
fields. The subject needs study—not pre- 
conceived conclusions in favor of one 
form or the other. 


Wie respect to utility matters, the 
Berle memorandum contained the 
following passages: 

1. The development of new uses and 


fields. 
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It already appears from the experience of 
the Tennessee Valley Authority that a very 
large untapped use for power could be de- 
veloped by different forms of organization. 
Specifically, they organized codperative as- 
sociations to take care of the local market- 
ing of electric current; and the Tennessee 
Valley Authority sells only to municipalities 
or to such codperative associations. Com- 
mercial enterprises are commonly obliged, 
not only not to do this, but to discourage 
this because they have to protect their other 
marketing outlets, such as marketing by mid- 
dlemen and the like. A single unit producer, 
who did not feel responsible for the whole 
system, conceivably might get farther than 
the large-scale enterprise. 


2. National concentration of power. 

I have observed that the concentration of 
power is more likely to come from unity of 
interest, than from any legal device, This 
seems almost beyond legal control. You can- 
not prevent men whose interests are about 
the same, and whose minds run along similar 
lines, from doing about the same thing at 
about the same time. 

It seems to me that one important line of 
study is that of industrial geography. The 
Aluminum Company has preémpted certain 
great areas in the United States through its 
alliances with the power companies. In this 
connection, let me say that it would be an 
assistance to the State Department if more 
were known about the alliance between that 
company and the Niagara-Hudson and that 
company and the Canadian power interests 
than is known today. We know the result 
well enough. No industry can buy power in 
the St. Lawrence area without making terms 
with that particular group of interests. 


3. Methods of control are meaningless un- 
less an objective is stated. 

Senator O’Mahoney has worked out an ex- 
tremely interesting bill to license corpora- 
tions. It has a variety of substitutes for 
Federal incorporation, desired by many 
statesmen from President Taft on. This is 
a brilliant and apposite method of control. 

But unless the reason for the control and 
the result to be achieved are accurately ar- 
rived at, it means very little. The individual 
pomivea corporation would be merely an 
economic dictator; we should merely re- 
place a more or less management control by 
a more or less responsible political control 
unless very careful standards are laid down. 
A fair criticism of the technique of the New 
Deal has been that it indulged shotgun im- 
position of regulation without adequate 
definition of standard. The possibility of re- 
capture or perversion of an agency like the 
Securities and Exchange Commission, for 
example, gives pause for thought. By con- 
sequence, before the problem of ultimate 
control is taken up, the purpose and design 
ought to be definitely worked out, so that 
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the normal methods of enforcement cay 
cover the great bulk of the area, leaving a4. 
ministrative processes to deal with th 
doubtful, experimental, and cloudy areas, 

The undistributed surplus tax was put o 
under the theory that corporations today 
could be trusts for the perpetual accumula. 
tion—that is, could go on accumulating jn. 
come and adding it to capital without limita. 
tion. This is true. Through compound jn. 
terest a few corporations could eventually 
control the whole United States, 

What was not realized was the fact that 
a high undistributed surplus tax, though it 
retarded growth of existing large corpora. 
tions, gave them a perpetual franchise, not 
only to stay large, but to be the only large 
corporations in existence. No small business 
could grow up to a point where it could give 
its larger competitors any real battle. In 
consequence, every small business was in 
danger far more than the large; and knew 
it; which was the real reason for the revolt 
and ultimate modification of the tax. Arith- 
metically, there could be no other result, 
Failure to distinguish between investment 
and holding corporations on the one hand, 
and operating or producing companies on 
the other, in which the owner, though he 
might technically “own” the income, was de- 
voting it to building up a producing unit, 
frequently in the hope of competing against 
larger units, made the tax necessarily un- 
equitable. 


4. Noncompetitive fields. 

There are fields, of course, in which com- 
petition does not work out. This is particu- 
larly true of transportation; in part also of 
power; and, in my view, is true of many 
natural resources, especially oil. Here the 
real choice is between regulated monopoly 
and government ownership. The analysis 
laid down by Professor de Vitti di Marco 
in his “Public Finance” (Marghet transla- 
tion) is, I think, the best in print. 

Briefly, that analysis suggests that choice 
between government or quasi public owner- 
ship and private monopoly turns entirely on 
the relative efficiency of the two forms of 
production in taking the product to the need. 
Where the product is standard and uniform, 
where the inefficiencies of government own- 
ership are not materially greater than the 
inefficiencies of monopoly, and where the 
greater actual use can be developed from 
public ownership, the public ownership is 
preferable. 


5. Areas of direct production. 

I am pretty clear in my own mind that, 
within ten years, we shall be forced into a 
vast expansion of direct production of one 
sort or another; and that this is likely to be 
on a more or less regional basis, rather than 
on a strictly industrial basis. The Tennessee 
Valley Authority may very well prove to be 
the great example in this regard. 
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Kennebec Journal 


LIGHT SUMMER READING 


N another New Deal front, Thurman 
Arnold, assistant Attorney General, 
recently suggested an important addi- 
tion to the family of public utilities. Mr. 
Arnold depicted our economic structure 
as consisting of two separate worlds, the 
first a world of organized industry and 
the second a world of small unorganized 
businesses, farmers, laborers, and con- 
sumers, 
The first group, Mr. Arnold declared, 
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has too much power to maintain high 
prices, no matter how much the demand 
for the product declines. The result, he 
said, is that production drops, men are 
laid off, and this, in turn, lowers the pur- 
chasing power and makes the demand 
drop still further. 

In the second “world,” he said, un- 
limited competition still exists and can- 
not be controlled. In it are low flexible 
prices, large production, and, often, he 
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went on, labor standards at starvation 
levels. 

With the capacity for producing an 
abundance of everything, Mr. Arnold 
declared, the “problem is how to unleash 
the productive forces without taking the 
short and easy road to industrial autoc- 
racy.” He added: 


The anti-trust laws do not themselves fill 
the whole picture. The government is 
stepping into the breach today to provide 
the second or competitive world with more 
purchasing power. It is spending money 
on relief, and to aid home owners, in new 
construction. 

It attempts to raise wages from starva- 
tion levels and to help farmers maintain crop 
prices which will give them enough pur- 
chasing power to buy the goods of the first 
world of organized industry. 

But this can never succeed if the world 
of organized industry maintains and raises 
prices faster during the period of adjust- 
ment than the government supplies tempo- 
rary purchasing power. That process drains 


away the money from those who receive jt 
from the government and then Stops the cir. 
culation of the money by failing to distribute 
goods and by laying off men who should be 
consuming what the industry produces, 


As an example, he pointed to the oil in. 
dustry against which anti-trust proceed. 
ings were started. He said the question 
of whether monopoly power is obtained 
by legal means is one which Congress 
should consider. In the case of gasoline 
marketing, he said, Congress might “well 
consider” that it has become a public 
utility. 

—F. X. W. 


CONFIDENTIAL BERLE MEMORANDUM. Reprinted 
in The Capitol Daily. Washington, D, C 
August 20, 1938. 


Rapio Appress by Thurman Arnold, speaking 
over Columbia Broadcasting System. Au- 
gust 19, 1938. 





Modern Regulatory Problems Affecting Natural Gas 


HE recent enactment by Congress 

of the Natural Gas Act placing cer- 
tain interstate gas operations under the 
jurisdiction of the FPC brings in its wake 
a host of regulatory problems which are 
new to the Federal government, but with 
which state commissions have been 
wrestling for some years. In an address 
before the natural gas department of the 
American Gas Association at New Or- 
leans last May, Alexander M. Mahood, 
president of the National Association of 
Railroad and Utilities Commissioners, 
and member of the West Virginia Public 
Service Commission, gave some valuable 
clews to the problems which the FPC’s 
newly organized natural gas department 
are already considering. 

Because of the large amount of natural 
gas production and transmission in his 
native state, Commissioner Mahood is 
well qualified by experience to speak on 
the subject. Outlining the principal prob- 
lems of natural gas regulation, he stated: 


The industry has the responsibility of being 
able at all times to deliver to users of its 


SEPT. 15, 1938 


service a continuous and adequate supply 
of natural gas. With this responsibility 
there also comes the question of who should 
pay for the development of gas reserves. 
Should such reserve acreage be a part of 
the value upon which a gas utility is en- 
titled to earn a return? Should the carrying 
charges, that is delay rentals, be charged to 
operating expenses? Should exploration 
costs be allowed as an expense, capitalized or 
amortized over a term of years? The treat- 
ment to be accorded these costs has re- 
ceived, and is now receiving, the attention 
of the representatives of the industry and 
state commissions in those states that have 
utilities under their jurisdiction producing, 
conveying, and distributing natural gas. They 
present real problems since such costs 
represent substantial sums of money and are 
indeed troublesome in proceedings involving 
consumers’ rates. 


Commissioner Mahood mentioned 
other problems, such as conservation of 
gas supply where fields are becoming de- 
pleted and proration of production where 
fields are just “coming in,” the capital- 
ization of long-distance lines (i.e., the 
allocation of their value and cost among 
various distribution centers), and eco- 
nomical extraction of by-products. 
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OMMISSIONER Mahood stressed the 
¢ importance of accounting rules and 
requirements. He said that this proper 
accounting practice was closely akin to 
the ascertainment of fair value. He did 
not agree with those who take the posi- 
tion that it is now possible for a utility 
to be made to keep its books in such a 
manner that a “commission can, by look- 
ing only at a certain page in the report, 
without further ado, conclude that the 
rates of that utility are unjust and un- 
reasonable or otherwise.” Such an ideal 
situation, he stated, may come with the 
millennium, but right now he believed 
it reasonable to expect “that books and 
reports should reflect . . . costs in suffi- 
cient detail and description so that the 
commission and its employees may be 
able to determine the use made of the 
utility’s plant, its cost, and the annual 
outlay for expenses.” 

Some commissions take the position 
that for accounting purposes the cost of 
natural gas leaseholds should be capi- 
talized and that the delay rentals should 
be excluded from operating expenses. 
Commissioner Mahood cited decisions 
claimed to support such a view, but stated 
that after a careful reading and consid- 
eration of them he could not agree with 
such a conclusion. He explains his rea- 
son in a detailed analysis of the Su- 
preme Court’s decision in Dayton Power 
& Light Co. v. Ohio Pub. Utilities Com- 
mission (1934) 292 U. S. 290, 3 P.U.R. 
(N.S.) 279. 

Commissioner Mahood went on to 
point out that in the opinion of some au- 
thorities the cost of operated acreage 
only should be capitalized, allowing 
royalties and delay rentals on leases nec- 
essary to protect such acreage as oper- 
ating expenses, Others say that the util- 
ity should be permitted to record the 
actual cost of operated and unoperated 
leaseholds in its fixed capital accounts 
and charge delay rentals and royalties 
against operating expenses on the theory 
that the books would thus reflect a true 
picture of the utility’s affairs. The latter 
school of thought distinguishes between 
accounting rules and rate making. Com- 
missioner Mahood concluded : 
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The Supreme Court of the United States 
has not said that leaseholds should not be 
included in the rate base at a value greater 
than cost. That court has not laid down the 
doctrine that delay rentals are not proper 
operating expenses. I have studied these 
problems and have been through several 
cases involving them. I cannot find that the 
Supreme Court has laid down any definite 
rule for evaluating leaseholds or the treat- 
ment to be accorded delay rentals, or how 
such items should be recorded on the utility’s 
books. The most definite statement of the 
court is in the Columbus Case, wherein it 
said that delay rentals on unoperated acre- 
age should be excluded from operating ex- 
penses unless such acreage is so near to the 
operated fields that it may be said by analogy 
to have the quality of working capital. 

Many persons who are qualified to discuss 
these matters say that a utility should not be 
entitled to earn on enhanced value of lease- 
holds if the cost of carrying them is taken 
care of through operating expenses. They 
say to do this would require consumers to 
pay the cost of carrying leases and at the 
same time a return upon their enhanced 
value. In other words, permit the utility to 
“have its cake and eat it too.” 


cue the beginning of 1938 account- 


ants representing the commissions of 


natural gas states have been working on 
a revision of the uniform system of ac- 
counts for natural gas utilities under the 


auspices of the NARUC. Recently a 


group of accountants representing four 


of such states made an interesting rec- 
ommendation to the national board 
which Commissioner Mahood described 
as follows: 


In plain layman language the results of 
these recommendations are that reserve 
acreage should be classified as utility plant 
held for future use on the asset side of the 
utility’s balance sheet, from which such 
acreage may be easily transferred to utility 
plant in service when such acreage becomes 
productive, and that delay rentals and ex- 
ploration costs in connection with unde- 
veloped reserves should constitute an income 
account and take the same status as de- 
preciation and depletion expenses and taxes. 
These recommendations may, as far as ac- 
counting goes, be the answer. If they are ac- 
cepted the utility’s corporate structure is 
not disturbed and its books do not falsely 
record its costs. The accounting committee 
of the National Association will make its 
report to the association in November of 
this year, so before it frosts again we should 
have an answer. 


The West Virginia president of the na- 
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tional board closed his address with a 
warning about the national trend towards 
excessive utility taxes and their effect 
upon consumers rates. He pointed with 
pride to the fact that since 1934 not less 
than $300,000,000 has been cut from 
annual utility bills by state commission 
action m various utility rate cases, but 


he doubted if reductions could go on at 
a similar pace if the utilities are to be 
saddled with additional tax burdens, 


A Few THOUGHTS ON PRESENT Day Recuta- 
TION OF Natural Gas UTILITIES. Address 
by Alexander M. Mahood before the Ameri- 
can Gas Association Natural Gas Depart. 
ment Convention, New Orleans, La. May 
9-12, 1938. 





The President at the Thousand Islands Bridge 


P eorntne is the text of the address 
of President Roosevelt at the dedi- 
cation of the international Thousand Is- 
lands Bridge on August 18th. The Presi- 
dent warns that unless caution is exer- 
cised a group of American interests “may 
in time be able to determine the economic 
fate of a large area, both in Canada and 
the United States.” 


Mr. Prime Minister, it has always seemed 
to me that the best symbol of common sense 
was a bridge. Common sense is sometimes 
slow in getting into action, and perhaps that 
is why we took so long to build this one. 

It is a particular pleasure to me to meet 
you here, where a boundary is a gateway and 
not a wall. Between these islands an inter- 
national gap, never wide, has been spanned, 
as gaps usually are, by the exercise of ability, 
guided by codperative common sense. I hope 
all our countrymen will use it freely. I know 
that they will find, as I have done, a happy 
welcome on either shore, and forthright fel- 
lowship from neighbors who are also 
friends. 

The St. Lawrence river is more than a 
cartographic line between our two countries. 
God so formed North America that the 
waters of an inland empire drain into the 
Great Lakes basin. The rain which falls in 
this vast area finds outlet through this single 
natural funnel, above which we now stand. 

Events of history have made that river a 
boundary, and as a result the flow of these 
waters can be used only by joint agreement 
between our two governments. Between us, 
we stand, therefore, as trustees for two 
countries of one of the richest natural assets 
provided anywhere in the world. The water 
which runs underneath this bridge spells un- 
limited power; permits access to raw ma- 
terials both from this continent and from 
beyond the seas, and enhances commerce and 
production. 

When a resource of this kind is placed at 
our very doors, I think the plain people of 
both countries agree that it is ordinary com- 


mon sense to make use of it. Yet up to now 
the liquid wealth, which flowing water is, 
has run in large part unused to the sea. | 
really think that this situation suggests that 
we can agree upon some better arrangement 
than merely letting it contribute a micro- 
scopic fraction to the level of the North 
Atlantic ocean. The bridge which we here 
dedicate is a tangible proof that administra- 
tion by two neighbors of a job to be done in 
common offers no difficulty. Obviously the 
same process applied on the larger scale to 
the resource of full sea-going navigation 
and of complete power development offered 
by the St. Lawrence river can build and 
maintain the necessary facilities to employ 
its magnificent possibilities. 

I suppose it is true, as has been true of 
all natural resources, that a good many people 
would like to have the job—and the profits 
—of developing it for themselves. In this 
case, however, the river happens to be placed 
in the hands of our two governments, and 
the responsibility for getting the results lies 
plainly at our doors. 

At various times both the people of Cana- 
da and the people of the United States 
have dreamed of the St. Lawrence and 
Great Lakes development. They have trans- 
lated those ideas into plans which can easily 
be carried out. While there has been no 
difference between us as to the object, his- 
tory compels me to say that we were not able 
to arrange matters so that both peoples have 
had the same idea at the same time. How 
would it do for a change, if, instead of each 
of us having the idea at alternate intervals, 
we get the idea simultaneously. I think we 
are rapidly reaching that happy and de- 
sirable event. 

I am very clear that prophets of trouble 
are wrong when they express the fear that 
the St. Lawrence waterway will handicap 
our railroad systems. We know now that 
the effect of a waterway is not to take traffic 
away from railroad lines. Actually, it 
creates new possibilities, new businesses, new 
activity. Such a waterway generates more 
railroad traffic than it takes away. 

There is today, a 14-foot channel carry- 
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ing traffic from the Great Lakes through 
the St. Lawrence river into the Atlantic 
ocean. If this were deepened—which can 
easily be done—to 27 or 30 feet, every city 
on the Great Lakes, now inland, would 
become an ocean port. The banks of the St. 
Lawrence valley would become one of the 
great gateways of the world and would bene- 
fit accordingly. Here all that is needed is 
codperative exercise of technical skill by 
joint use of the imagination and the vision 
which our two countries have. Can anyone 
doubt that, when this is done, the interests 
of both countries will be greatly advanced? 
Do we need to delay, and to deprive our 
peoples of the immediate employment and 
profit, or prevent our generation from reap- 
ing the harvest which is awaiting us? 

Let me make, now, an unusual statement. 
I am sure you will not misunderstand. I 
consider that I have, myself, a particular 
duty in connection with St. Lawrence power. 
The almost unparalleled opportunity which 
the river affords has not gone unnoticed by 
some of my friends on our side of the 
boundary. A conception has been emerging 
in the United States which is not without a 
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certain magnificence. This is no less than 
the conviction that if a private group could 
control the outlet of the Great Lakes basin, 
that group would have a monopoly in the 
development of a territory larger than many 
of the great empires in history. 

If you were to search the records with 
which my government is familiar, you 
would discover that literally every develop- 
ment of electric power, save only the On- 
tario-Hydro, is allied to, if not controlled 
by, a single American group, with, of course, 
the usual surrounding penumbra of allies, 
affiliates, subsidiaries, and satellites. In 
earlier stages of development of natural re- 
sources on this continent, this was normal 
and usual. In recent decades, however, we 
have come to realize the implications to the 
public—to the individual men and women, 
to businessmen, big and little, and even to 
government itself, resulting from the own- 
ership by any group of the right to dispose 
of wealth which was granted to us collec- 
tively by nature herself. 

The development of natural resources, and 
the proper handling of their fruits, is a 
major problem of government. Naturally, 
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no solution would be acceptable to either 
country which does not leave its government 
entirely master in its own house. 

To put it bluntly, a group of American 
interests is here gradually putting itself into 
a position where, unless caution is exercised, 
they may in time be able to determine the 
economic fate of a large area, both in Cana- 
da and the United States. 

Now it is axiomatic in Canadian-American 
relations that both of us scrupulously re- 
spect the right of each to determine its own 
affairs. For that reason, when I know that 
the operation of uncontrolled American eco- 
nomic forces is slowly producing a result on 
the Canadian side of the border, which I 
know very well must eventually give Ameri- 
can groups a great influence over Canadian 
development, I consider it the part of a good 
neighbor to discuss the question frankly. The 
least I can do is to call attention to the situa- 
tion as I see it. 

Our mutual friendship suggests this 
course in a matter of development as great 


and as crucial as that of the St. Lawrence 
Fortunately among friendly nations today 
this is increasingly being done. Frank djs. 
cussion between friends and neighbors js 
useful and essential. It is obvious today 
that some economic problems are interm. 
tional, if only because of the sheer weight 
which the solutions have on the lives oj 
people outside, as well as inside any ore 
country. To my mind, the development of 
St. Lawrence navigation and power is such 
a problem. 

I look forward to the day when a Cana. 
dian Prime Minister and an American Pre;j- 
dent can meet to dedicate, not a bridge across 
this water, but the very water itself, to the 
lasting and productive use of their respective 
peoples, Until that day comes, and I hope it 
may be soon, this bridge stands as an open 
door. 

There will be no challenge at the border, 
and no guard to ask a countersign. Where 
the boundary is crossed the only word must 
be, “Pass, friend.” 





Gas Rates in Illinois 


IONEERING in a new field, the Illinois 

Commerce Commission, through its 
rates and research section, has com- 
pleted an exhaustive study of net month- 
ly bills, as of July 1, 1938, for domestic 
gas service in 360 communities in the 
state. It is represented to be an out- 
growth or by-product of a general survey 
of gas rates in Illinois. 

The task of computing charges for gas 
in different communities so as to afford 
a basis of comparison is more difficult 
even than assembling comparable electric 
rates. Not only must a practicable com- 
mon denominator be found in the amount 
of consumption but, in the case of gas, 
the variable heating value in different 
communities must be taken into account. 
Moreover, the practice of gas utilities in 
billing consumers in units of 100 cubic 
feet presents a mathematical obstacle in 
calculating the exact cost of an assumed 
consumption in therms, or heat value. 
Thus, as explained in the Illinois report : 

In practice, gas is measured by volume in 
units of 100 cubic feet. While it is possible 
to obtain measurements of amounts less than 

100 cubic feet, the utilities ordinarily do 

not undertake to bill customers in these 

smaller units. Where customers are billed 
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on a calorimetric basis, meter readings in 
multiples of 100 cubic feet are converted 
into therms by multiplying the cubic-foot 
reading by the estimated number of British 
Thermal Units in a cubic foot of gas, and 
dividing the product by 100,000, which, by 
definition, represents the number of British 
Thermal Units (BTU) in one therm. The 
number of BTU per cubic foot of gas is at 
best an average based upon tests. To the 
extent that the heating value of the gas flow 
departs from these test averages, the com- 
putations will, of course, be erroneous. 
For the most part the heating value of 
manufactured gas is in the neighborhood 
of 550 to 565 BTU per cubic foot, while 
natural gas has about 1,000 BTU per cubic 
foot, and mixed gas, that is, the mixture of 
natural and manufactured gas, approximates 
800 BTU per cubic foot. Obviously, bills for 
the amounts of gas shown in the tables pre- 
sented in this study represent actual bills re- 
ceived by customers only when heating value 
and the meter readings will yield these 
amounts in the computations. When a cus- 
tomer buys 500 cubic feet of gas with a 
heating value of 1,000 BTU per cubic foot, 
he will actually receive a bill for 5 therms 
of gas. However, a customer served with 
gas whose heating value is 565 BTU per 
cubic foot will never be billed for precisely 
5 therms of gas. In this situation a meter 
reading of 800 cubic feet will indicate a 
usage of 4.520 therms and 900 cubic feet 
will amount to 5.085 therms. Since meter 
readings are taken in multiples of 100 cubic 
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feet, the bill will never come to exactly 5 
therms. 


EVERTHELESS, the [Illinois statis- 

ticians have performed a valuable 
service in making available this unique 
addition to current information regard- 
ing gas rates. 

The report is careful to point out that 
variations in the quality of gas service, 
while obviously important to the con- 
sumer, could not be taken into account 
in rate comparisons of the sort under- 
taken by this study. In fact, the study 
assumes implicitly that the quality of gas 
service is uniform throughout the state. 
Consequently, it is stated: 


Any attempt to appraise the significance 
of differences in rate levels would, of neces- 
sity, have to take into account not only varia- 
tions in the character of service but also 
differences in the conditions affecting the 
operation of the utility in the communities 
being compared. Obviously it would be ex- 
tremely difficult to measure differences in 
conditions of service on any quantitative 
basis and to introduce adjustments into the 
tabulation of net bills. 

Furthermore, this study does not concern 
itself at all with a comparison of the costs 
to which the utilities serving the different 
communities are subject. Consequently, the 
information presented herein does not supply 
atest of the reasonableness or unreasonable- 
ness of rate levels. Its aim is to present data 
concerning rate levels and not to account 
for them. 


In presenting rate comparisons the re- 
port follows the general pattern adopted 
by the Federal Power Commission in its 
Electric Rate Survey. That is, where 
the Federal Power Commission com- 
puted monthly bills in each community 
for assumed consumptions of 15, 25, 40, 
100, 250, and 500 kilowatt hours, the 
Illinois report does likewise for the as- 
sumed use of 6, 8, 10, 12, 14, and 16 
therms, as the quantity required for a 
range only, and 15, 20, 25, 30, and 35 
therms, representing the use of a range 
and manual-type water heater. 

The communities included are also 
divided into population groups, and the 
municipalities in each group are listed by 
rank from low to high bills for 10 and 
20 therms. 
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SOMEWHAT similar report, covering 

50 cities throughout the country, 
was issued in May, 1937, by the U. S. 
Bureau of Labor Statistics. 

Another phase of the survey deals with 
the incremental cost of gas service per 
therm as the customer expands his pur- 
chases from 10 therms used for the oper- 
ation of a gas range, to 20 therms con- 
sumed by a range and manual-type water 
heater, and finally to 30 therms used to 
operate a range and automatic water 
heater. The results of such an analysis 
are presented for communities of 25,000 
or more population. 

Presumably, the report observes, a de- 
cline in the incremental charge per therm 
as the customer increases his usage is one 
of the inducements operating to encour- 
age increased purchases of gas service. 
Continuing : 

Other factors obviously have an impor- 
tant bearing on the consumers’ buying habits. 
At times these other factors may be more 
than sufficiently powerful to offset price con- 
siderations. For example, a customer oc- 
cupying an apartment in a multiple family 

* dwelling cannot be persuaded to buy gas for 
water heating, if hot water is already sup- 
plied to him from a central heating plant. 

The study poses some “pertinent ques- 
tions” raised by a tabulation of this char- 
acter, and they are said to be of “funda- 
mental importance.” No attempt, is 
made, however, to answer them. Thus: 

Would rate forms with much more sub- 
stantial promotional features greatly in- 
crease the amounts of gas purchased by 
customers who do not see any price induce- 
ments for changing their buying habits? 

Would the adoption of such price induce- 
ments produce new revenues in amounts 
more than sufficient to offset the losses in 
revenue resulting from the decreases in the 
prices of the services? 

Regarding the first question, the IIli- 
nois statisticians comment that gas utility 
operators in many Illinois communities 
apparently do not believe that price con- 
cessions offer an effective inducement for 
customers to increase their purchases. 

—G. E. D. 
RESEARCH BULLETIN No. 26, representative net 
monthly bills for domestic gas service in 

Illinois as of July 1, 1938. Rates and Re- 

search Section, Illinois Commerce Commis- 

sion. August, 1938. 
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TVA Committee 


PEAKER of the House William B. Bankhead 

last month announced appointment of 
Representative Graham A. Barden, Democrat 
of North Carolina, as a member of the con- 
gressional committee investigating the Ten- 
nessee Valley Authority. 

Barden will succeed Representative W. J. 
Driver, Democrat of Arkansas, who resigned 
after being defeated for renomination in the 
Arkansas Democratic primary. Speaker 
Bankhead said Mr. Barden had accepted the 
appointment and would join the TVA investi- 
gators at Chattanooga. 

A hint recently came from the congressional 
TVA investigation that the members of the 
inquiry committee may recommend a different 
executive board, in place of the original three- 
man directorate which was split up by friction 
between the former chairman, Dr. Arthur E. 
Morgan, and the other two directors. 


Cities File PWA Power Bids 


Gas to benefit from the Federal govern- 
ment’s new spending-lending program, 19 
municipalities in the Tennessee valley were re- 
ported last month to have filed applications for 
PWA aid in the construction of electric dis- 
tribution systems. 

R. B. Newman, Jr., acting power project 
engineer, in making known the applications, 
said four were amendatory. These included 
Memphis, Lewisburg, Knoxville, and Chatta- 
nooga. Applications, Newman said, call for 
construction work estimated to cost $18,600,- 
000 in addition to the $22,000,000 under the old 
program. 

Cities from which pleas for funds came were 
listed as Etowah, Tiptonville, Obion, Munford, 
Brownsville, Halls, Alamo, Lewisburg, Knox- 
ville, all in Tennessee; Westminister, S. C.; 
Dalton and Eaton, Ga.; Allen county, Ken- 
tucky, and Carroll county, Tennessee. 


Civil Aeronautics Authority 


HE Civil Aeronautics Authority, which 

formally took over on August 22nd the 
task of regulating commercial aviation in this 
country, subsequently issued a series of orders 
and regulations to the industry. These first 
official acts of the authority indicated that for 
the present at least no drastic changes were 
contemplated. 
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President Roosevelt also issued an executive 
order which confirmed the several hundred 
employees of the Bureau of Air Commerce in 
their present employment but transferred the 
jurisdiction over them to the new agency from 
the Department of Commerce. The Presi- 
dent’s order also transferred the funds and all 
the property of the Bureau of Air Commerce, 
including airplanes, air navigation facilities, 


buildings, equipment materials, and all official : 


records. 

The authority, in taking its first action in 
regard to air transport, authorized the con- 
tinuation of three existing air transportation 
services pending the filing of applications for 
certificates of convenience and necessity and 
action by the authority on these applications. 

Formal announcement was made by the au- 
thority adopting civil air regulations which 
were codified and approved by the Bureau of 
Air Commerce under Director Fred Fagg and 
Denis Mulligan, who succeeded him recently. 
The regulations were changed slightly to con- 
form with the new law. 


St. Lawrence Plan Opposed 
| greener Mitchell Hepburn of Ontario last 


month said his government never woul 
give its consent to development of the St. 
Lawrence river as a waterway and source of 
electric power. 

Commenting on President Roosevelt’s plea 
in an address at Ivy Lea, Ont., for joint action 
by the United States and Canadian govern- 
ments in developing the river, Hepburn said: 

“There can be no development of power on 
the St. Lawrence river without the consent of 
the governments concerned. There will be no 
consent from this government. We don’t need 
the power. When the time comes, and I do not 
foresee it for a long time, the problem will be 
handled by an extension of the present policy 
of public ownership.” 


Power Expropriation in Latin 
America 


HE Costa Rican Congress by a vote of 40 

to 1 has authorized the government to 
expropriate the properties of the American 
and Foreign Power Company, an affiliate of 
the Electric Bond and Share Company, 4 
United States concern. The company operates 
in San Jose and 32 other communities, sup- 
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lying light, power, transportation, and tele- 
phone communication. It has $3,300,000 in 


ts. 

This is the first such action in Central or 
South America since Mexico set the latest ex- 
ample a few months ago by its expropriation 
of foreign-owned oil properties, according to 
the St. Lowis Globe-Democrat. It justifies the 
fears expressed by Secretary Hull in his recent 
notes to Mexico in which he urged that long- 
standing disputes between that government and 
American citizens over unindemnified expro- 
sriations should be referred to a commission 
of arbitration. He plainly indicated that if 
Mexico could expropriate—or confiscate—at 
will, other countries could do the same. 

Costa Rica, however, included in its expro- 
priation measure a grant of power to negotiate 
aloan to pay the indemnity, which leaves the 
American investors no complaint, if compen- 
sation is paid, other than that they have been 
ousted from a profitable business. Indemnifi- 
cation by Mexico is still awaited. 

President Leon Cortes on August 23rd ap- 
proved the proposal. The expropriation plan 
was the climax of a lengthy dispute between 
the government and the company over terms of 
anew operating franchise. Light and power 
rates proposed by the company were rejected 
by the administration as excessive. 


FCC Seeks Less Static 


EGULATION, without the necessity of ob- 
taining a license, of low power electrical 
devices using low frequency radio currents, 
was recently proposed by the Federal Com- 
munications Commission. Tentative regula- 
tions have been prepared by the engineering 
department of the commission, and all manu- 
facturers of such equipment have been asked 
to attend a conference at Washington with 
Lt. E. K. Jett, chief engineer of the regulatory 
body, on September 19th. 

Commission engineers and technical experts 
had been conducting experiments for some 
weeks with a number of these devices, some 
of which were expected to be on the market 
in full production this fall, and they have defi- 
nitely determined that they create radio in- 
terference with broadcasts from licensed sta- 
tions, which brings them directly under the 
jurisdiction of the commission. 

In the proposed new regulations, the en- 
gineering department has prepared a technical 
formula which will limit the field which could 
be covered by such apparatus, and it is for the 
purpose of determining the lowest power at 
which these devices can be used and still be 
put on the market to meet public demand that 
the FCC decided to bring in the manfacturers. 


Arizona 


Seeks River Project 


HE state of Arizona on August 15th asked 
the Federal Power Commission to ap- 
prove preliminary plans for a dam on the Colo- 
rado river with generating facilities approach- 
ing the capacity of Boulder dam. 
The proposed structure would cross the 
impounded waters of Lake Mead at Bridge 
canyon, 80 miles above Boulder, raising the 


level 570 feet and backing up water 78 miles. 

The application proposed initial installation 
of generators with 800,000 horsepower capac- 
ity. Later developments upstream would im- 
pound additional waters and permit installation 
of 300,000 horsepower generators. 

Approval of the application would give Ari- 
zona’s Colorado river commission two years 
in which to make surveys, permitting the state 
to obtain priority of site. 


Arkansas 


Blakely Dam Approved 


Tz $6,000,000 Blakely mountain dam on 
the Ouachita river north of Hot Springs 
was brought a step nearer the construction 
stage by announcement in Washington from 
the Chief of Army Engineers that on August 
Ith he had recommended a Federal contribu- 
tion of $2,000,000 for the flood control and 
power development. 

Secretary Woodring forwarded the recom- 
mendation of Major General Julian L. Schley, 
engineer chief, to Congress. 

The dam is a project proposed by the Arkan- 
as Power & Light Company for power 
generation, and officials of the utility firm said 
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they would begin construction of their part of 
the job—devoted to power—as soon as Army 
Engineers of the Vicksburg, Miss., office com- 
plete plans for the flood control phase of the 
project, which will be federally financed. 

General Schley promised Arkansas members 
of Congress at the last session that he would 
recommend Federal participation in the under- 
taking and his recent action placed the recom- 
mendation formally in the records. His report 
recommended the Federal contribution subject 
to the provision that the dam provide a pool 
with maximum elevation of 161 feet above the 
stream bed and provide 525,000 acre-feet of 
meng capacity reserved for flood control 
only, 
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Act on Money Plans 


| ees with the necessity of raising $40,000 
to operate the city for the remainder of the 
year, the Little Rock city council, meeting as 
a Committee of the Whole, last month dis- 
cussed possible revenue-producing measures 
and took definite action on four of six measures 
discussed. The conference produced the fol- 
lowing measures affecting utilities : 
Appointment of a committee to investigate 
the possibility of buying the distribution sys- 
tem of the Arkansas Power & Light Company 
in Little Rock and obtaining power from the 
Tennessee Valley Authority by building a 
power line from Little Rock to Memphis. 
Approval of three proposed ordinances 
which would increase privilege taxes of the 


power company from an indefinite amount 
$50,000 ; of the Arkansas Louisiana Gas Com. 
pany from $12,000 to $35,000; and of th 
Municipal Water Department from $12,000 tp 
$19,000. 

The committee to investigate possibility of 
acquiring the city distribution system of the 
Arkansas Power & Light Company and buying 
TVA power was appointed after Mayor Over. 
man read figures of a preliminary survey of 
the costs and possible income. Mayor Over. 
man, City Attorney Ed. I. McKinley, Jr, City 
Engineer J. E. McCook, Jr., and Alderman 
Sprick were named as the committee. The 
mayor announced that the committee would 
probably go to Knoxville to confer with TVA 
directors about the possibility of obtaining 
TVA power at Memphis. 


Colorado 


Power Line Proposed 


HE Western Colorado Power Company of 
Montrose last month applied to the state 
public utilities commission for authority to 
build a $50,000 power line to serve an area 
between Delta and Montrose. 
The application provided for extension of 
present lines by about 50 to 75 miles. The pro- 


posed new service is designed for the benefit 
of rural communities near Montrose which 
would be served for a minimum meter rate of 
$2.50 a month, 

E. E. Wheeler, chairman of the utilities com- 
mission, estimated that 240 farm homes would 
be served by the new power line and the plan 
might lead to complete electrification of rural 
homes and farms in the district. 


Florida 


Commercial Rates Reduced 


ss reduction of 11 per cent for small 
commercial customers was announced on 
August 15th by H. H. Hyman, southern divi- 
sion manager for the Florida Power & Light 
Company. The reduction, effective September 
lst, was applicable to all territory served by 
the company, including Miami, Hyman said. 
The company estimated savings to small com- 
mercial users at more than $250,000 annually. 

Hyman said a representative of the company 
would call on the customers receiving reduc- 
tions under the new rate, as early as possible, 
to explain the benefits. Hyman made the fol- 
lowing statement: 

“The new rate makes available lower cost 
electric service to the smaller commercial cus- 
tomer who uses service all year on a rate com- 


parable to that of the larger commercial cus- 
tomers. 

“It always has been the policy of the Florida 
Power & Light Company to make voluntary 
reductions whenever possible. A general re- 
duction of more than $400,000 was given this 
same class of commercial customers a year 
ago, and the company is glad to be able to be of 
assistance to the business interests of the state 
in reducing its small commercial rate at this 
time.” 

The utility subsequently made an advance 
payment of $125,000 on its 1939 taxes to “assist 
the cabinet and the state in the present fiian- 
cial problems.” The money went into the ger- 
eral revenue fund which was so depleted that 
cabinet officials said the state might lose three 
major Federal aid projects unless it could 
supply about $125,000 within the near future. 


Georgia 
and signed by seventy-eight, retail merchants 
in Atlanta and vicinity was presented to the 


state public service commission on August 
24th, 


Rate Reduction Asked 


yg nylons calling for a substantial reduction 
in commercial rates for electric power 
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Charging that the present rate was made 
“when not half as much electric power was 
sold,” the petition added that the rate was 
“confiscatory, prohibitive for actual and liberal 
needs of our type consumer.” The petition set 


out: : : 

“We also wish to call to the attention of 
your body the fact that when the former serv- 
ice charge was removed, the employees of 


Georgia Power pe very soon after serv- 
ice charge was removed, went into every cus- 
tomer’s meter and made adjustments in most 
every meter in a direction that we have many 
reasons to believe was to increase the rotation 
of the meter.” 

Selection of a disinterested electrical engi- 
neer to calibrate all meters now in service was 
urged. 


Indiana 


Natural Gas Approved 


Tz state public service commission on 
August 18th authorized the Northern 
Indiana Public Service Company to substitute 
natural gas for artificial gas in Columbia City, 
South Whitley, and Roanoke. 

The commission approved an increase in the 
gas rates for these three towns, asserting that 
the additional heating content in the natural 
gas would bring about a saving of 24.9 per 
cent to customers. Natural gas has a heating 
content of 1,014 British thermal units a cubic 
foot compared to 570 British thermal units a 


cubic foot for average supply of artificial gas. 


Plant Slump Hikes Tax Rate 


A™= tax levy of 59 cents for Anderson 
civil city, an increase of 16 cents over the 
rate paid this year, was proposed in budget 
estimates announced last month. 

Officials attributed the major part of the in- 
crease to curtailed industrial activities in An- 
derson in the last few months. It was esti- 
mated the light plant earnings used for the 
general fund would fall about $175,000 short 
of the expected revenue this year. 


Michigan 


Rural Line Policy Approved 


4 = state public utilities commission on 
August 24th approved the plan of the Con- 
sumers Power Company for the liberalization 
of its rural electrification policy with the 
understanding that a further study would be 


made by both the company and the state com- 
mission to determine if even further liberaliza- 
tion was not possible. 

The new policy would be to build power 
lines in rural areas on a guaranty of $12.50 a 
mile each month. The old plan required five 
customers for each mile of line. 


Mississipp1 


Explains Refusal to Sell 


L P. Sweatt, vice president and general 
e manager of the Mississippi Power Com- 
pany, last month made public a letter ad- 
dressed to T. W. Lewis, Jr., secretary-treas- 
urer of Columbus, explaining why the Missis- 
sippi Power Company refused the $232,000 
offered by the city of Columbus for its electric 
distribution plant. 


Mr. Sweatt pointed out that negotiations for 
sale of the Mississippi Power Company’s 
properties, including the Columbus plant, have 
been under way for some time with David 
Lilienthal of the Tennessee Valley Authority ; 
and despite reports to the contrary, the com- 
pany was hopeful that the negotiations would 
be completed within a reasonable time. The 
company cannot sell its property piecemeal 
without incurring losses to its security holders. 


> 


Nebraska 


Parallel Lines Urged 


pens power lines constructed parallel to 
arterial highways were urged in a reso- 
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lution adopted by directors of the Loup River 
Public Power District at Columbus last month, 
and directed to boards of rural power dis- 
tricts. 


SEPT. 15, 1938 





PUBLIC UTILITIES FORTNIGHTLY 


The suggestion was in line with the new pro- 
gram of extension the rural districts were en- 
tering, the resolution pointed out, and with the 
fact that “highway illumination will some day 
become a matter of great public concern from 
the standpoint of elimination of dangerous 
night driving and the promotion of safety and 
protection of life, limb, and property.” 

The resolution pointed out that “Nebraska 
will soon be blanketed with rural electrifica- 
tion transmission lines,” and proposed that 
these be constructed with an eye to making 
lighted highways feasible. 


Favor Private Sale 


Beg com Nebraska (Tri-County) Public 
Power and Irrigation District officials de- 


clared seven cities now receiving electricity 
from the Central Power Company have gone 
on record as favoring the sale of the firm to 
the state’s three major public hydroelectric dis- 
tricts, and that 17 others have made full ap. 
plication to the Public Works Administration 
for assistance in connection with building their 
own distribution systems. 

Cities approving the proposed sale are 
Heartwell, Prosser, Otoe, Brock, Kenesaw, 
Dunbar, and Unadilla. Those applying for 
grants were listed as Gresham, Waco, McCool 
Junction, Stockham, Grafton, Geneva, Tobias, 
Swanton, Pickrell, Benedict, Utica, Hender- 
son, Lushton, Exeter, Milligan, Western, and 
Plymouth. All the last named now receive 
power from the Iowa-Nebraska Light & 
Power Company. 


New York 


Constitutional Convention Ends 


T= state Constitutional Convention com- 
pleted its business on August 19th, after 
more than four months of work. 

Subjects covered by the 57 new amendments 
approved and 650 disapproved, range from re- 
pealing obsolete sections of banking provisions 
to reapportionment, governmental control of 
power sites, municipal utility operation, taxa- 
tion, and searches and seizures proposals. 

Among the new provisions of the Constitu- 
tion which will be submitted next November 
will be: 

A taxation article providing among other 
things for exemption from taxation of undis- 
tributed profits. 

Authorization for municipally owned utili- 
ties to carry on their businesses at a profit. 

A proposal providing that the state, in the 
first instance, shall bear the cost of grade 
crossing eliminations; but that the railroads, 


after completion of the work, shall reimburse 
the state up to 15 per cent of the cost, upon 
determination pursuant to law, that the rail- 
road has benefited by such elimination project. 

The Fertig proposal, extending the debt limit 
of New York city by $315,000,000 to permit 
transit unification in the city. 

The Poletti proposal providing for state con- 
trol of power sites on the St. Lawrence and 
Niagara rivers was defeated. 


City Plant Barred 


coe Court Justice Ellsworth C. Law- 
rence last month granted an order restrain- 
ing the city of Plattsburg from building a mu- 
nicipal power plant. 

The order, sought by the New York State 
Electric & Gas Corporation, was granted, 
Judge Lawrence said, because bonds to be is- 
sued for the plant would exceed the constitu- 
tional debt limit. 


ee 
Ohio 


Gas Rates Defended 


HE Hope Natural Gas Company on Au- 

gust 27th filed with the Federal Power 
Commission its answer to the complaint of the 
city of Akron, which alleged that the price 
charged by the Hope Company to the East 
Ohio Gas Company, its affiliate, for natural gas 
sold to Akron and other consumers was exces- 
sive, unjust, and unreasonable. 

On February 1, 1937, the answer stated, the 
commission made its finding that a rate fixed 
by the ordinance effective May 19, 1933, was 
unjust and unreasonable and fixed a rate to 
be substituted therefor averaging 62.35 cents 
per thousand cubic feet. 
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Valuing the property of Hope and determin- 
ing its operating expenses in the same detail 
as it did for East Ohio, the commission found 
that the contract price of 384 cents paid by 
East Ohio to the Hope Company and here 
under attack, was a fair and reasonable price 
and allowed the same in the amount paid by 
East Ohio as a part of its operating expenses. 

Denying that a determination of a fair con- 
tract price between East Ohio and Hope by 
the Federal Power Commission is essential to 
determine a fair and reasonable rate for nat- 
ural gas in Akron, and stating that the issues 
involved in both the Akron and Cleveland cases 
are now before the Ohio state commission for 
determination, the Hope Company held that 
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the exercise by the Federal commission of its 
jurisdiction as sought in the city’s petition was 
not necessary to enable either the city of Akron 


or the Federal Power Commission to fix a 
fair rate for natural gas service in Akron or 
elsewhere. 


Oklahoma 


Rate Cut Order Signed 


HE state corporation commission on Au- 
pnd 22nd signed a formal order lowering 
gas rates in 23 state cities served by the Com- 
munity Natural Gas Company. The new rates, 
estimated to save consumers $25,000 to $60,000 
a year, will go into effect with meter readings 
taken on or after September 20th, Reford 
Bond, chairman, said. 

The order cuts the rate in Achille, Caddo, 
Davidson, Davis, Durant, Frederick, Hastings, 
Hugo, Loco, Manitou, Marietta, Maysville, 


Mountain Park, Paoli, Pauls Valley, Purcell, 
Ryan, Snyder, Sulphur, Tipton, Waurika, 
Wayne, and Wynne Wood. 

The new schedule of rates was agreed upon 
by both the state commission and the company 
in a compromise that ended eight years of 
litigation. 

The new schedule is 20 cents per one hun- 
dred cubic feet for the first 600 feet, with the 
rate for additional gas ranging from 55 to 65 
cents per thousand cubic feet, depending on 
the average annual individual consumption in 
each town. 


Oregon 


Ross Asks Ruling 


F yrornsire i J. D. Ross on August 16th 
instructed John C. Fischer, general coun- 
sel of the Bonneville project, to analyze Ore- 
gon’s public power law to determine whether 
under its terms districts will be able to dis- 
tribute Columbia river power. 

Request for such an analysis, which would 
include comparison of the Oregon law with 
those in other states, was made by the Bonne- 
ville Federation of Oregon, an association of 
municipal electric systems and public utility 
districts. 

The Federation committee which called on 
Ross included Joseph W. McArthur, chairman, 
who is superintendent of the Eugene water 
board; Ray Gill, master of the Oregon State 
Grange; G. W. Pitts, president of the Oregon 
Farmers Union; H. L. McInturff of the Pub- 
lic Ownership League of America; George M. 
Clevenger of the People’s Power League, and 


J. L. Steinbach of the Tillamook People’s 
Utility District, who was secretary of the com- 
mittee. 

McArthur, as spokesman for the group, de- 
clared that prompt action was essential to pro- 
vide a workable statute. He said: 

“If we are to bring Bonneville power to 
our homes and farms and stores at cost, we 
must have districts ready to distribute it. 
Washington, which has a tested, well drafted 
law, has 21 districts, which are preparing to 
acquire distribution systems to serve their 
citizens. Although the Oregon law is more 
than seven years old, we have only two small 
districts, neither of which is selling power. 

“Administrator Ross cannot sell power at 
retail. That is our job and if any large number 
of farms are to get the benefits of Columbia 
river power, they must prepare to receive it 
by promptly organizing efficient public dis- 
tricts for retail distribution. To do that, we 
must have a practical, workable law.” 


South Carolina 


PWA Fund Available 


A agreement with the Public Works Ad- 
ministration by which $10,275,000 would 
beconie available for early use on the Santee- 
Cooper power and navigation project was ap- 
proved on August 19th by the South Carolina 
Public Service Authority. 

_ Officials said the money would be requisi- 
tioned from the PWA as needed, $5,775,000 in 
the form of a loan and $4,725,000 as a grant. 
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Previously $225,000 had been made available 
through the Public Works Administration, 
making the total $10,500,000. 

It was pointed out that the authority had 
taken its case through four courts, had paid 
its administrative expenses, and had advanced 
the work through four years at a cost of about 
$157,000. Of that amount, $39,600 was for 
engineering purposes. Legal, traveling, admin- 
istrative, and other costs consumed the re- 
mainder. 
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Tennessee 


Elastic Clause in Knoxville- 
TVA Rates 


Am feature in the “yardstick” program of 
the Tennessee Valley Authority was in- 
corporated into a contract recently signed by 
the TVA and the city of Knoxville. The mu- 
nicipality completed last month negotiations 
with the Tennessee Public Service Company 
whereby the private utility would be turned 
over to public operation as a municipally 
owned project receiving TVA power. 

Officials of Knoxville on August 30th com- 
pleted the sale of an issue of $6,U0U,000 of elec- 
tric power revenue bonds, the proceeds of 
which will be used to pay the city’s share of 
the purchase price of the Tennessee Public 
Service system. With the awarding of the is- 
sue, the transformation of Knoxville from pri- 
vate to public power operation became an 
accomplished fact. 

There were two highly important provisions 
in the official statement of the city of Knox- 
ville issued in connection with the sale of the 
bonds. The real test of the efficiency of pub- 
lic power operation there, it was held, may de- 
pend on the administration of these provisions. 
They were: 

(1) Neither the public utilities commission 
of the state of Tennessee nor any other board 
or commission of like character shall have any 
jurisdiction over the city of Knoxville in the 
management and control of the public power 


system, including the regulation of rates, fees 
or charges thereof. ; 

(2) Should the revenue or funds of the city 
of Knoxville’s electric system at any time 
prove insufficient to operate and maintain the 
electric system on a self-supporting and finan- 
cially sound basis, including the payment of 
interest and amortization on the bonds, the 
city shall be entitled to increase its rates so as 
to produce the revenues necessary to operate 
and maintain the system on a self-supporting 
basis, and the TVA shall agree to such in- 
crease in rates. 

The former provision, while made possible 
by the Bond Act and statutes of the state of 
Tennessee, was regarded as the genesis of 
the latter. It was said to be almost without 
parallel in the history of utilities, since state 
regulation was introduced, to allow a natural 
monopoly absolute freedom in the regulation 
of rates. In the present instance, since the state 
commission will have no jurisdiction, the 
TVA, as a Federal agency, is clothed with the 
power of regulation. However, by the terms 
of the contract entered into with Knoxville, 
the TVA has agreed in advance to permit the 
municipal system to increase rates if it is found 
that its revenues are insufficient to maintain 
it on a self-supporting basis. 

With the advent of public operation, Knox- 
ville had announced it would put into effect 
electric rates approximately 40 per cent lower 
than those charged by the private utility cor- 
poration. 


Texas 


Gets Rate Cut 


Pepe schedule of electric light rates af- 
fecting all types of consumers was offered 
recently by the Texas Electric Service Com- 
pany and accepted by the city council of Fort 
Worth. The new rates, effective September 
Ist, were expected to save consumers $294,996 
annually. 

As explained by J. B. Thomas, company 


official, annual savings to residential consumers 
will be equivalent to a month and a half’s free 
service. Monthly bills of the average consumer 
would be reduced from $2.10 to $1.78. 

The official praised Mayor T. J. Harrell and 
the new city council for their cooperative atti- 
tude in working out the new schedules. In re- 
turn the council resolved to withdraw a notice 
of cancellation of the company’s contract to 
furnish power for municipal purposes. 


Utah 


Power Suit Filed 


a of the Utah Power and Light Com- 
pany for a writ of certiorari from the U. 
S. Supreme Court to review the state supreme 
court’s decision in the Provo and Ogden mu- 
nicipal power cases was filed with the higher 
court on August 16th in Washington. The ap- 
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plication was accompanied by supporting briefs 
and a record of the case. 

The company appealed to the U. S. Supreme 
Court following the ruling of the state court 
which permitted the two cities, if they chose, 
to proceed with construction of city-operated 
plants, 

The Ogden city commission on August 26th 


408 





$se 
Poth | 
provit 


$3,000 


THE MARCH OF EVENTS 


ssed an ordinance designating September 
2th for a referendum on the question of ap- 
proving or rejecting a proposal to construct a 
$3,000,000 municipal power plant through the 
issuance of $1,650,000 in revenue bonds and a 
proposed PWA grant of $1,350,000. If the 
commission is allowed to proceed with the elec- 
tion without being enjoined, the referendum 
would mark the second to be held in seven 
weeks. Voters on August 9th, by a majority 
of about 1,200, defeated a proposal to accept 
acontract with A. C. Todd to construct a plant 
with a $2,600,000 revenue bond issue. 


Plans to build an $850,000 municipal power 
plant in Provo hit another legal snag on Au- 
gust 25th, when an action was filed in the state 
supreme court by a group of Provo taxpayers, 
headed by C. T. Keigley. At their request, al- 
ternative writs of mandamus and prohibition 
were issued against I. G. Bench, Provo city 
recorder, ordering him to proceed in getting 
before the voters an ordinance to repeal an 
amended ordinance adopted early in August, 
providing for longer maturity on the notes, or 
to show cause why he should not be called on 
to do so. 


od 
West Virginia 


Pact Approved 


HE state public service commission, form- 
Tay approving a compromise designed to 
end the dispute over furnishing electricity to 
Harrison county’s rural consumers, took steps 
last month to see that fair competition is main- 
tained. 

The commission told the Monongahela West 
Penn Public Service Company and the Harri- 
son County Rural Electrification Association 
that neither may build extensions over 2,000 
feet long from distribution lines without com- 
mission consent. 

At the same time the commission tentatively 
set up the following rates for purchase of elec- 
tricity for distribution by the REA-financed 
cooperative from the utility: 

First 42,000 kilowatt hours, 1.48 cents; 1.40 
cents for all kilowatt hours used per month in 
excess of 42,000, with a minimum charge of 
$200 a month, subject to a “prompt payment” 
discount of 5 per cent if paid within ten days. 

The rate, the commission said, will remain 
in effect for two years after the date the first 
energy is delivered to the codperative. 

Chairman John J. D. Preston did not par- 
ticipate in the “making of the findings and 
does not join in the entry of this order,” the 
formal approval noted. Preston dissented 
vigorously from the majority action granting 


the codperative a limited certificate of con- 
venience last spring. The recent order invali- 
dated the original certificate, granting of which 
the utility had threatened to carry to the su- 
preme court, and issued in its stead a full cer- 
tificate allowing construction of lines and dis- 
tribution of energy to customers. 


Gas Well Limit Suggested 


CS John J. D. Preston, of the state 
public service commission, citing the need 
for conservation of the state’s natural gas sup- 
ply by legislation, recently suggested wells in 
a given field be spaced so as to prevent re- 
duction of production at one well or the too 
rapid drawing off of gas to the detriment of 
the field. 

Speaking at the Appalachian gas measure- 
ment short course at West Virginia University, 
Preston asserted : 

“The problem of true and proper conserva- 
tion of this natural but exhaustible resource 
should receive immediate attention . . . The 
problem for the careful draftsman of legisla- 
tion is to close the gap between desirable so- 
cial public policy and narrow technical legal 
rights. The statute on whatever theory should 
be short, simple, and comprehensive and 
should give the conservation agency broad and 
elastic powers for the desired purposes.” 


Wisconsin 


Mt. Sterling, Petersburg, Soldiers Grove, 


Seeks Toll Charge 


PPLICATION of the Commonwealth Tele- 
phone Company for authority to eliminate 
free toll service to 40 points in Iowa, Sauk, 
Richland, and Crawford counties, and sub- 
stitute standard toll charges, was scheduled 
to be heard by the state public service com- 
mission September 12th. 
The schedule proposed by the utility would 
eliminate free toll service from Eastman to 
Barnum, Bell Center, Ferryville, Gays Mills, 
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Steuben; from Ferryville to Barnum, East- 
man, Gays Mills, Seneca, Soldiers Grove, 
Steuben, Sylvan; from Lone Rock to Mus- 
coda; from Mt. Sterling to Barnum, Boaz, 
Eastman, Gays Mills, Liberty Pole, Mt. Zion, 
Soldiers Grove, Steuben, Wauzeka; from 
Muscoda to Lone Rock, Spring Green; from 
Seneca to Barnum, Excelsior, Ferryville, Gays 
Mills, Liberty Pole, Mt. Hope, Mt. Zion, 
Soldiers Grove, Steuben, Wauzeka; from 
Wauzeka to Mt. Sterling, Steuben, and Seneca. 
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The Latest 
Utility Rulings 


Interstate Holding Company Denied Exemption 
From Provisions of Holding Company Act 


HE Securities and Exchange Com- 
mission denied an application by 
the Houston Natural Gas Corporation 
for exemption from the provisions of the 
Public Utility Holding Company Act of 
1935. Exemption was asked on the 
ground that the act afforded an exemp- 
tion under §(3a) ; that the company had 
been guilty of none of the abuses the act 
was designed to prevent, and accordingly 
its activities were beyond the purpose and 
purview of the act; that its system was 
an integrated public utility system and ac- 
cordingly not subject to modification 
under §11; and that the applicant was 
not engaged in interstate commerce. The 
additional contention was made that if 
the act was construed to apply to it, the 
act was to that extent unconstitutional. 
The commission held that the company 
was not afforded an exemption under the 
provisions of the act because it was 
organized in the state of Delaware and 
held the securities of natural gas dis- 
tributing utilities organized and operat- 
ing in the state of Texas. Therefore it 
did not come within provisions of the act 
applicable only when a holding company 
and all of its public utility subsidiaries 
are organized in the same state. 
Moreover, the business of the appli- 
cant was declared to be interstate rather 
than intrastate in character. Therefore 
it was unable to meet the further condi- 
tion that the holding company and its 
subsidiaries should be predominantly in- 
trastate in character. Although the busi- 
ness of the subsidiary operating com- 
panies was essentially local in character, 
this was not conclusive of the nature of 
the parent company’s business. The 
parent company was essentially a financ- 
ing enterprise and used the mails and 
other instrumentalities of interstate com- 
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merce in distributing securities, receiving 
payments of interest and dividends, mak- 
ing payments of interest and dividends, 
and corresponding with its subsidiaries, 

The holding company was not “pre- 
dominantly a public utility company” as 
it did not own or operate any facilities 
for the generation, transmission, or dis- 
tribution of electric energy or natural or 
manufactured gas. 

A contention that although the com- 
pany might not come within the literal 
terms of the exemption provision, it 
should nevertheless be accorded an ex- 
emption on the ground that it came with- 
in the spirit of these exemptive provisions 
was dismissed with the statement that 
only by giving effect to the literal terms 
of those sections might the intent of Con- 
gress be carried out. 

An argument that the company was 
entitled to an exemption because the cor- 
poration, its character, and system were 
beyond the purpose and purview of the 
act was dismissed with the statement that 
the commission must deny an application 
for exemption unless an applicant brings 
itself within some particular exemptive 
provisions. Said the commission: 

. it may be noted that the argument 
involves a misconception of the purpose of 
the act. It proceeds on the erroneous as- 
sumption that the act was meant to apply 
only to “bad” companies. The purpose of 
the statute is not to punish abuse, but to 
prevent its occurrence. Both “good” and 
“bad” public utility holding companies, with- 
in the ambit of Federal power, are sub- 
jected to the provisions of the act in order 
to guard against certain evils. Innocent as 
well as harmful transactions are brought 
under the act in order that the innocent may 
not be perverted to the harmful. 


Whether the company’s system was an 
integrated public utility system was con- 
sidered immaterial, and the fact that the 
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system would not be subject to modifica- 
tion under §11 was not considered a 
reason for exemption. 

In regard to the question of constitu- 
tionality of the act, the commission said 
that it had no authority to pass upon the 
validity of an act which it was called 
upon to administer, but that if freedom 
from the regulatory provisions of the act 


was to be had on the ground that the act 
was unconstitutional, the applicant must 
prevail upon some court in an appropri- 
ate proceeding to conclude that an inter- 
state business of the character which it 
conducted was beyond the power of the 
United States government to regulate. 
Re Houston Natural Gas Corp. (File 
No. 31-116). 


e 


Rate Discrimination under Contracts for Right of Way 
Abolished by Commission 


HE Maine commission, on complaint 
by the Portland Water District, or- 
dered the termination of service fur- 
nished free or at less than established 
rates as a consideration for the granting 
of rights of way for water lines. This 
service, rendered to several customers, 
had been supplied for many years, and 
the commission held that these customers 
were knowingly accepting and receiving 
rebates and discounts and that discrimi- 
nation existed and service was being fur- 
nished at a rate less than that named 
in the schedules, all of which was unlaw- 
ful and prohibited by statute. 
Reference was made to the decision by 
the Maine Supreme Judicial Court, in 
Re Searsport Water Co. 118 Me. 382, 
P.U.R. 1920C, 347, where it was held 
that the commission was expressly au- 
thorized to inquire into the management 
of the business of all public utilities un- 
der its jurisdiction and to substitute rea- 
sonable rates for discriminatory rates. 


In that case it was also declared that con- 
tracts voluntarily entered into prior to 
the enactment of the regulatory law were 
presumed to be reasonable until other- 
wise determined by the commission after 
hearing. The court had said that no 
vested rights could be gained by con- 
tract or otherwise as against the proper 
exercise of the police powers possessed 
by the state. 

The commission in accordance with 
this ruling examined the circumstances 
under which the free or reduced rate 
service was being furnished to each cus- 
tomer and in several cases found that the 
original rights conferred on customers 
had not been assigned to present occu- 
pants of the premises; but where the 
present occupant appeared to possess 
whatever rights were originally con- 
ferred, the commission determined that 
nevertheless the discrimination was il- 
legal. Portland Water District v. Itself 
(F. C. 1103). 


e 


Demand Charges in Electric Rate Schedule for 
Air-conditioning Service 


WNERs and operators of a number of 

theatres in the city of New York 
complained to the New York commission 
against electric rate schedules, asking 
for an amendment on the subject of 
maximum demand created by air-con- 
ditioning, refrigeration, blower, and ven- 
tilating systems. They suggested that 
the demand charge be based on weekly 


maximum demand rather than monthly. 
The complaint was dismissed. 

The commission did not find that the 
complainants had been subjected to any 
unreasonable discrimination although 
certain rates with usage limited to ice 
making and refrigeration were billed on 
a weekly basis. There was said to be a 
wide difference in the character of the 
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respective loads of the two classes of cus- 
tomers and, furthermore, said the com- 
mission : 

It does not appear that the complainants 
could be benefited if a rate identical to the 
ice-making and refrigeration rate were made 
available to them. Since there is but one 
feature of this rate that the complainants 
desire ; namely, the weekly billing provision, 
it does not seem fair to assume that they 
should have the benefits of one provision 
of a rate to the exclusion of all the other 
provisions which may be somewhat dis- 
advantageous. 


It is a general practice in New York to 
give air-conditioning equipment a pre- 
liminary turnover or “work in” in the 
last week of May before placing it in 
more or less continuous operation 
through the summer months. The de- 
mand charge in the month of May, if 
based on the maximum demand for that 
month, will probably exceed that of the 
preceding month, reflecting, as it does, an 
increased load due to the test operation 
of the air-conditioning equipment. There 


is also a probability of a carry-over of 
air conditioning into the first week in 
October. The complainants did not be- 
lieve it equitable to pay a demand charge 
for full months on the basis of the de- 
mands registered in the last week in May 
or the first week in October. The com- 
mission, however, did not find that the 
rendering of demand bills on a weekly 
basis would result in substantial relief, 
Arguments also were advanced for a 
change in demand charges on the theory 
that the summer load was advantageous 
because the system peak is usually in De- 
cember. It was found, however, that 
there was a seasonal trend of system 
loads which did not make additional 
summer loads advantageous. The con- 
tention that the complainant should be 
granted some measure of relief because 
of the off-peak character of air-condi- 
tioning loads did not appear to the com- 
mission to be justified. Consumers of 
Electricity v. Consolidated Edison Co. 
of New York, Inc. (Case No. 9518). 


e 


Security Issues under Plan for Reorganization 
Of Transit Company 


HE interest of the public as a whole 

in adequate service at reasonable 
rates rather than the conflicting interests 
of bondholders is the subject of con- 
sideration by the Pennsylvania commis- 
sion in passing upon a plan for reorgani- 
zation under §77B of the Federal Bank- 
ruptcy Act. The viewpoint of the com- 
mission must be that of the people who 
are interested in receiving and continuing 
to receive adequate service at reasonable 
rates, and it is not to their interest to have 
an overbonded transportation system or 
one which has pledged its credit in ex- 
change for nonpublic service investment. 
The commission, in announcing these 
views, said that the Federal district court 
is given the ultimate authority to deter- 
mine whether or not a plan is fair to 
various participants, and the commission 
will not interfere with the wishes of the 
preponderant majority of the security 
holders who are satisfied with a plan un- 


less the proposed plan is obviously so 
unfair as to be unconscionable. 

The commission approved a proposed 
plan for the reorganization of the Erie 
Railways Company involving the trans- 
fer of buildings and land to a subsidiary 
coach company and the issuance of bonds 
and stock. The commission imposed the 
condition, however, that the aggregate of 
bonds should not exceed an amount which 
the commission determined to be proper 
when allowing a 25 per cent safety mar- 
gin. A condition was also imposed that 
in view of the relatively rapid deprecia- 
tion of busses the mortgage should con- 
tain a clause providing that cash equal 
to each annual depreciation charge would 
be used only for replacement or addition 
of fixed capital assets or for the retire- 
ment of bonds, and that otherwise it 
would be retained as cash in a fund ear- 
marked for those two purposes. 

The commission excluded as property 
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not used and useful items of property 
which would not be used by the coach 
company although they may have been 
used by the abandoned trolley system. It 
also excluded property rented to others, 
stating that property not used in the 
transportation business is in the nature 
of an investment, and that the credit of 
the company should not be used for their 
purchase but should be conserved for 
utility purposes alone. Other items dis- 
allowed included amounts paid by the 
street railway company for removal of 
tracks and overhead lines and repaving, 
and for widening a street. These were 


7 


said to be of no value to the coach com- 
pany. 
A contribution to the city for one-half 
the cost of a street sweeper owned and 
operated by the latter was disallowed on 
the ground that this payment was merely 
a substitution for sweeping costs which 
the coach company would otherwise in- 
cur directly, and these costs would be 
chargeable to operating expenses. More- 
over, since the city owned the sweeper, 
it could not be considered as property of 
the coach company. Re Bond Holders’ 
Protective Committee of Erie Railways 
Co. (Application Docket No. 35446). 


Service Denial without Notice Because of 
Meter Tampering 


— in favor of an electric 
utility corporation in a suit to re- 
cover penalties for denial of service was 
sustained by the appellate division of the 
New York Supreme Court, although two 
judges dissented. The jury had found 
that by trick and artifice the customer 
had so arranged the electrical wiring in 
his house that he was using the current 
without its passing through and being 
measured by the meter. This finding was 
said to be amply supported by the evi- 
dence, 

A New York statute provides that the 
supply of gas or electric light shall not 
be discontinued for any cause until and 
after a 5-day written notice. The court 
in construing this statute said : 

It could not have been the intention of 


the legislature to protect the consumer in 
the right to commit larceny. The law will not 


give its aid to a wrongdoer. The phrase 
“for any cause,” as used in this section, may 
be given a restricted meaning in order to 
avoid unjust consequences. Vogel v. Pathe 
Exchange (1932) 234 App. Div. 313, 318, 
254 N. Y. Supp. 881; Parsil v. Emery (1934) 
242 App. Div. 653, 272 N. Y. Supp. 439. It 
is proper to interpret this statute as though 
it read “for any cause other than criminal 
or fraudulent conduct on the part of the 
consumer.” Under this construction a public 
service corporat‘on which discontinues serv- 
ice without notice would always run the 
risk of the statutory penalty if unable to 
substantiate its claim. The consumer is 
therefore not unduly endangered. Here the 
issue of fraudulent tampering with the meter 
was submitted to the jury and decided 
against the plaintiff. To hold that, notwith- 
standing the plaintiff’s wrongful action, he 
is entitled to recover the penalties provided 
for by §12, of the Transportation Corpora- 
tions Law, is shocking to every moral sense. 


Fisher v. Long Island Lighting Co. 4 
N. Y. Supp. (2d) 929. 


= 


Compromise Agreement on Rate Litigation and Municipal 
Tax Disapproved by Commission 


fb Laclede Gas Light Company and 
the city of St. Louis filed a joint 
application with the Missouri commission 
for approval of revised rate schedules 
based upon a compromise agreement in- 
tended to terminate rate litigation and to 
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end a controversy over a municipal gross 
receipts tax. The commission had ordered 
a rate reduction and the case, after re- 
view by appellate courts, had been sent 
back to the commission for further pro- 
ceedings. The commission ruled that the 
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application was premature and the final 
disposition of the pending valuation case 
should be made before any schedule was 
approved. The proposed agreement in 
the nature of a compromise was called 
inopportune. 

As part of the compromise the munici- 
pality was to be permitted to impose a 5 
per cent gross receipts tax which was to 
be made retroactive. The additional tax 
burden was to be included in operating 
expenses. The commission declared that 
a claim for increased costs of operation 
in the nature of a gross receipts tax 
should not be approved before said ex- 
pense is actually and legally incurred; 
and that the proposed payment of gross 
receipts tax retroactively to the effective 
date of the new ordinance was without 
sufficient consideration, was against the 
interest of the company and consequently 
the interest of the public, and wholly un- 
warranted. The commission declared : 


_ Our attitude is not one of opposition to 
justified agreements and compromises, but 


all such private agreements to merit ap- 
proval must in all respects be in strict cop. 
formity with our conception of the public 
interest, 

The main factor in the application oj 
parties is the apparent agreement betwee 
the company to pay and the city to receive 
an annual 5 per cent gross receipts tax, Ty 
do so would practically destroy the rate re. 
duction made by the commission in Case No, 
5217. The history of a gross receipts tax 
against this company is that the company 
has steadfastly disputed the legality of such 
a tax, and successfully resisted its payment 
to date. Now, however, the parties have 
stipulated concerning the enactment and pay- 
ment of an annual gross receipts tax, the 
validity of which the company has resisted 
for so many years. 

The commission will not lend its sanction 
to the stipulation. Neither will it approve 
of the inclusion of the annual gross receipts 
tax in expense of operation until it becomes 
more definitely certain than at present that 
such a tax will actually be paid by the Lac- 
lede Gas Light Company independently of 
the matters presented in the joint applica- 
tion, 


Re Laclede Gas Light Co. (Case No. 
9519). 


e 


Other Important Rulings 


HE South Dakota commission, in es- 

tablishing telephone rates, said that 
it is the general practice to differentiate 
between residence and business service, 
establishing a higher charge for business 
telephones because a telephone is of more 
value to a business concern than to an 
individual, and also because it is gener- 
ally more expensive to furnish telephones 
for business service than for residence 
service. Re Brookings County Telephone 
Co. (F-1869). 


The California commission authorized 
an extension and enlargement of existing 
common carrier passenger stage opera- 
tions so as to include the transportation 
of passengers, baggage, and express be- 
tween designated points. It held that 
where it appears that a carrier will be un- 
able to preserve its service which has 


been long established and is in the public 
interest, unless allowed to transport local 
traffic, restrictions prohibiting such local 
transportation will be removed. Re Napa 
Valley Bus Co. (Decision No. 31131, 
Fourth Supplemental Application No. 
20805). 


The Pennsylvania commission, in fix- 
ing rates for a taxicab company, allowed 
a return of 6 per cent, allowed $1,000 
for total working capital, although in 
view of the cash nature of the business 
a large working capital was not neces- 
sary, and reduced the claimed allowance 
for salary of the proprietor where he had 
never charged for compensation in the 
past and did not support his claim. Pub- 
lic Utility Commission v. Tube City Taxi 
& Transfer Co. (Complaint Docket No. 
11494). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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PUBLIC UTILITY COMMISSION v. SOLAR ELECTRIC CO. 


PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Public Utility Commission et al. 


Vv. 


Solar Electric Company 


[Complaint Docket Nos. 11404 (8126).] 


Valuation, § 70 — Original or historical cost determination — Paid-in capital stock. 


1. Neither the original cost nor the historical cost of property is determined 
or measured by the amount of paid-in capital stock, p. 345. 


Valuation, § 188 — Charges to capital — Uncompensated services. 
2. An item shown as “services of stockholders,” being an estimate based 
on part time services of a secretary, treasurer, manager, stenographer, book- 
keeper, cashier, and salesman of electric appliances at a composite rate 
per month, which services were alleged to have been rendered but never 
paid, is not properly charged to fixed capital and therefore cannot be con- 
sidered in the determination of original or historical cost, p. 345. 


Valuation, § 72 — Original or historical cost determination — Estimate of rein- 
vested return. 


3. The Commission cannot give serious consideration to a hypothetical 
estimate of reinvested return to which stockholders were entitled in a 
determination of original or historical cost, p. 345. 


Valuation, § 68 — Original or historical cost determination — Acquisition cost — 
Payment to stockholder. 
4. What may have been paid by a public utility corporation to a stockholder 
for his stock holdings is of no particular significance in consideration of 
original cost of the utility property, since the objective is the original cost 
of the property when first devoted to public use, p. 345. 


Valuation, § 407 — Evidence of original cost — Company's records — Inaccuracy 
— Burden of proof. 
5. The burden of proof is upon a public utility company to show in what 
respect and to what extent its records do not show original cost; and it 
is not sufficient to generalize and speculate about matters of this kind, 
but adequate data must be presented to show wherein the records cannot 
be relied upon, p. 346. 


Accounting, § 56 — Revisions — Original cost — Reclassification of entries. 


6. A public utility company, although not precluded from supplying an 
estimate of original cost for a period during which a deficiency in account- 
ing entries for fixed capital existed, is not warranted in reclassifying or 
creating imaginary costs for the whole property, designed to increase the 
rate base upon which the public is obliged to pay a return, p. 346. 


Valuation, § 209 — Inadequate and obsolete gas plant — Standby equipment. 
7. A gas engine generating plant not used or useful as an emergency, stand- 
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by, or reserve plant, for the reason that the utility has for several years 
purchased its power from another source and that several units of the 
plant are obsolete and no longer manufactured, should be excluded from 
the rate base as property not used or useful in the public service, p, 349, 


Valuation, § 75 — Rate base — Reproduction cost estimate — Unreliability, 
8. Reproduction cost estimates varying from each other from 12 per cent 
to 140 per cent, based upon conjectures and speculation, are unsatisfactory, 
conjectural, and without probative value and make impossible anything but 
an arbitrary decision or guess as to the correct reproduction cost in a 
valuation for rate making, p. 354. 


Valuation, § 114 — Cost of financing — Element. 
9. Cost of financing must be confined to brokerage and the mechanical 
costs incurred in the issuance of securities, excluding discount, which is 
a function of cost of obtaining money and not an element in cost of 
financing, p. 357. 


Valuation, § 114 — Cost of financing. 
10. Cost of financing is not connected with the rate base of public utility 
property, since the manner in which funds are to be raised to provide for 
property is wholly independent of property rate base, p. 357. 


Valuation, § 340 —Going concern value — Lag in earnings. 


11. A lag in earnings in the early history of a public utility company is 
the only justification for going concern value, p. 359. 


Valuation, § 343 — Going concern value — Lag in earnings — Proof. 
12. Facts which tend to prove lag in earnings, to support a going concern 
value, must be developed from records of the public utility company or 
to other factual evidence, p. 359. 


Valuation, § 36 — Rate base — Original cost prudently invested — Depreciation. 
13. Original cost of existing property, prudently invested, used and useful 
in a utility enterprise, without any deduction for accrued depreciation, rep- 
resents the money which has been invested and should, therefore, constitute 
a proper rate base, p. 360. 


Valuation, § 40 — Reproduction cost less depreciation. 


14. Reproduction cost new less accrued depreciation is at variance with 
the prime purpose of utility regulation, namely, to provide adequate service 
at just and reasonable rates, calculated to return to the investor a fair 
return upon the capital he has contributed to a public enterprise, p. 360. 


Return, § 11 — Basis — Investment. 


15. A fair return should be allowed the investor upon the dollars which 
have been furnished by him and used in the conduct of a utility business, 
together with a proper allowance for annual depreciation, p. 360. 


Depreciation, § 11 — Purpose — Annual allowance. 


16. A proper allowance for annual depreciation is an amount which, when 
put to productive use, either in the utility’s own business—properly segre- 
gated and identified on the books—or in property or securities of another 
enterprise, will return the investment at the end of the life of the property, 
p. 360. 
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Valuation, § 90 — Accrued depreciation — Necessity of deduction. 
17. An original cost rate base should be undepreciated when allowance is 
rade for annual depreciation, based upon the annuity required by the 
sinking-fund method, adequate to provide for return of the investment 
at the end of its life, p. 360. 


Depreciation, § 32 — Sinking-fund basis. 
18. Annual depreciation of an electric utility company was based upon the 
annuity required by a 4 per cent sinking fund adequately to provide for 
return of the investment at the end of its life, subject to future adjust- 
ments of the interest rate, p. 360. 


Evidence, § 30 — Report to other Commission. 


19. An accountant’s report to the Federal Power Commission, upon an 
examination of records of various corporations to determine the question 
of affiliation, made available to the state Commission under the provision 
of § 824h of the Federal Power Act, 16 USCA, 824h, sub-paragraph (c) 
is admissible in a proceeding before the state Commission when the account- 
ants who prepared it are subjected to direct and cross-examination thereon, 


p. 365 


Expenses, § 53 — Items relating to unused property. 


20. No expense incurred in connection with the operating and maintenance 
of a gas generating plant should be considered in the determination of 
allowable operating expenses of an electric utility when the generating 
equipment is excluded as not used or useful in the public service notwith- 
standing a claim for its inclusion as a standby plant, p. 371. 


Expenses, § 122 — Power cost. 


21. Allowance was made, as an operating expense of an electric utility 
company, for the quantity of power generated by a gas generating plant 
excluded from the rate base as not used and useful, in lieu of an amount 
disallowed for generation by gas power because of power purchases and 
exclusion of the generating plant, p. 371. 


Expenses, § 83 — Payments to affiliated interests. 


22. Payments to affiliated interests should be disallowed as an operating 
expense when it appears that the utility company has refused, failed, or 
neglected to comply with orders of the Commission to furnish the cost to 
the original billing company for alleged services or materials furnished 
and the necessity thereof; that the bills themselves appear to indicate that 
the items contained were not incurred for the benefit of the utility but 
rather for affiliated companies; that the utility company did not authorize 
services and expenses enumerated in the bills nor did it approve the bills 
for payment; that the utility fails to meet the burden of supporting such 
charges as proper items of expense; and that bills were rendered in the 
abstract and generalize to such an extent in describing the charges that 
it is impossible to associate dollars and cents with the alleged services for 
which a charge is made, p. 372. 


Expenses, § 49.1 — Employees’ securities purchases. 
23. Contributions by an electric utility company to an employees’ securities 
company, an admitted affiliate, should not be considered as an allowable 
operating expense when such contributions accrue entirely to the benefit 
of an affiliated company, p. 377. 
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Expenses, § 118 — Uncollectible consumers’ accounts — Reserve. 


24. The Commission will be guided by the actual experience ot an ele. 
tric utility rather than accruals to a reserve in determining a proper alloy. 
ance for uncollectible consumers’ accounts, p. 379. 


Expenses, § 11 — Nonrecurring. 


25. Expenses which are nonrecurring should not be included in allowabk 
operating expenses, p. 380. 

Expenses, § 91 — Public Service Commission expense. 
26. Expenses of conducting a rate proceeding before the Commission are 
not properly allowable as operating expenses when the proceedings result 
in an order to reduce rates, p. 380 


Expenses, § 84 — Payments to affiliated company — Management fees. 


27. Fees paid to an affiliated company under a management contract should 
be disallowed as an operating expense when it appears that the utility does 
not submit data to show the cost to the operating manager for specific 
management services or the necessity therefor; that the utility places no 
data in the record to indicate what the cost to the utility for management 
service would have been if such service had been secured from a non- 
affiliated interest; that the record indicates that the operating personnel of 
the utility is adequate to meet the management problem; that the utility 
has failed to sustain the burden of proof to show that management services 
were actually rendered or that any such services were reasonably necessary; 
and that the utility has failed to show that the management contract is 
in the public interest, or even that it is in the interest of the utility itself, 
while, on the contrary, the record strongly indicates the contract to be 
detrimental to the utility and against public interest, p. 380. 


Expenses, § 83 — Payments to affiliated interests — Corporate records and secre- 
tarial assistants. 


28. Payments to affiliated interests for such services as securing informa 
tion, preparation of data, preparation of resolutions and correspondence, 
and incidental work should be disallowed as an operating expense, where 
the utility company has failed, refused, or neglected to furnish data show- 
ing the cost of furnishing service to the original billing company, proof that 
specific service was rendered and the necessity therefor, and contractual 
relationship and working arrangements with the utility, p. 381. 


Expenses, § 83 — Payments to affiliates — Benefit to affiliated company. 
29. Expenses such as keeping duplicate minute books should not be allowed 
as an operating expense of an electric utility company but should be 
absorbed by affiliated interests for whose benefit they are maintained, p. 
384. 

Expenses, § 9 — Unsupported items. 
30. Expenditures by a public utility company in its relations with affiliated 
interests should be disallowed as an operating expense when the company 
fails, neglects, or refuses to make available data ordered by the Commis 
sion with respect to such expenditures, particularly expenditures which 
are of a nonrecurring nature and expenditures which are for the benefit 
of affiliated companies rather than the utility company, p. 385. 

Expenses, § 46 — Contributions. 


31. Contributions and donations by a public utility company for various 
charitable purposes should not be allowed as operating expense but should 
be absorbed by the stockholders, p. 387. 
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Expenses, § 5 — Powers of Commission — Payments to affiliates. 

32. The Commission, although not clothed with general powers of man- 
agement of a utility and not to substitute its judgment arbitrarily for that 
of the officers and directors in passsing upon expenditures, should not sit 
supinely by and allow the management to make expenditures for the benefit 
or alleged protection of the parent, holding and intermediate holding com- 
panies, and permit such expenditures to become part of the operating ex- 
penses of an operating utility chargeable to the consumers, p. 388. 


Accounting, § 24.1 — Payments to affiliates. 
33. An electric utility company which, by contractual relationships and 
working arrangements with absentee managers and other affiliates, has 
caused its operating expenses to become inflated by improper and extraneous 
charges, to the detriment of the rate-paying public, should be directed to 
make no further charges to its fixed capital or operating expense account 
representing sums accrued or paid to the affiliates in question, p. 391. 


Intercorporate relations, § 15 — Payments to affiliates — Prohibition by Commis- 
sion, 

34. An electric utility company which, by contractual relationships and 
working arrangements with absentee managers and other affiliates, has 
caused its operating expenses to become inflated by improper and ex- 
traneous charges, to the detriment of the rate-paying public, should be 
prohibited from making further payments to such affiliates unless it shall 
charge such payments directly to its surplus account, p. 391. 


Return, § 87 — Electric utility — Effect of intercorporate relations. 
35. A return of 6 per cent on the rate base of an electric utility was held 
to be adequate to attract the necessary capital under careful and responsi- 
ble management free from the burden of supporting superfluous holding 
and servicing companies, p. 393. 


Valuation, § 287 — Working capital — Computation. 
Computation of working capital for an electric utility company, p. 357. 


Intercorporate relations, § 13 — Affiliated interests. 
Discussion of affiliation of an electric utility company with various corpora- 
tions, persons, and organizations within the meaning of Art. I, § 2, of 
the Pennsylvania Public Utility Law, in view of direct or indirect control, 
interlocking directors, officers, and employees, and dominant control and 
management, p. 367. 


[July 5, 1938.] 


Cr against electric rates and investigation by Com- 

mission of such rates; utility company ordered to make 

no further payments and to make no charges to fixed capital 

for certain charges by affiliated interests, ordered to revise 

capital accounts, ordered to furnish information concerning 

arrangements with affiliates, and ordered to reduce rates. See 
also 20 P.U.R.(N.S.) 398. 


> 
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By the Commission: On August 
14, 1929, J. B. Stewart et al. filed a 
complaint with the Public Service 
Commission against the rates of So- 
lar Electric Company, respondent. 
The proceeding was docketed at C. 
8126, and hearings were held intermit- 
tently from 1929 to 1937, inclusive. 

In order to end the protracted de- 
lays experienced in this case, and 
with a view to availing itself prompt- 
ly of the right to impose temporary 
rates under the provisions of § 310 
of the recently enacted Public Utility 
Law, the Pennsylvania Public Util- 
ity Commission, on June 8, 1937, in- 
stituted an inquiry and investigation 
upon its own motion for the purpose 
of determining the fairness, reason- 
ableness, and justness of the rates and 
charges of Solar Electric Company. 
This proceeding was docketed at C. 
11404 and hearings were held on June 
30, and July 1, 1937. The two pro- 
ceedings were consolidated, the record 
in C. 8126 being made part of the 
record in C. 11404. The use of the 
term complainants in this report and 
order refers to the individual com- 
plainants as distinguished from the 
Commission. Testimony was present- 
ed and exhibits were introduced into 
the record by respondent, complain- 
ants, and the Commission, which 
dealt, inter alia, with analyses of re- 
spondent’s income, and the original 
cost, book value, and reproduction 
cost of its property and the accrued 
depreciation applicable thereto. 

There was included within the 
scope of this (C. 11404) inquiry and 
investigation and notice thereof, the 
imposition of temporary rates under 
the provision of § 310 of the Public 
Utility Law. At the hearing held in 
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Pittsburgh on July 1, 1937, the Sj 
ting Commissioner stated, for the re. 
ord, that the evidence then of recor 
was sufficient for the imposition 9 
temporary rates under § 310(a) oj 
the Public Utility Law, and folloy. 
ing a review of the record, the Con. 
mission, under date of October 5 
1937 (20 P.U.R.(N.S.) 398) issued 
its interim order, which reads in part 
as follows: 

“Now, to wit, October 5, 1937, it js 
ordered: That temporary ates he 
and the same are hereby imposed un. 
der § 310 of the Public Utility Lay 
and that Solar Electric Company, re. 
spondent, file with the Commission on 
or before October 15, 1937, a new tar- 
iff, to become effective upon one day’s 
notice, which shall effect a reduction 
in its gross operating revenues of not 
less than $11,300 per annum. 


“It is further ordered: That the 
effect of the temporary rates hereby 
imposed shall be considered by the 
Commission in the final determination 
of the rates as provided for in § 310 
(e) of the Public Utility Law.” 


Respondent, in compliance with the 
Commission order dated October 5, 
1937, supra, filed with the Commis- 
sion a new tariff carrying out the pro- 
visions contained therein. 


After the imposition of temporary 
rates by the Commission another and 
final hearing was held at Pittsburgh 
on October 29, 1937, at which re- 
spondent and complainants concluded 
their testimony. Respondent and com- 
plainants filed briefs relating to Con- 
plaint 8126. The parties waived the 
filing of briefs and the presentation of 
oral argument on the record in Con 
plaint 11404. The consolidated re 
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ord is now before the Commission for 
final disposition. 
‘im Solar Electric Company was incor- 
porated under the laws of the state of 
Pennsylvania on January 20, 1897, 
or the purpose of: “Generating and 
manufacturing electricity, and the 
supply of light, heat, and power by 
means of electricity to the public, in 
the borough of Brookville, Jefferson 
county, Pennsylvania, and vicinity.” 
No records, other than minute 
books, application for charter and 
stock certificate book, were available 
for the period January 20, 1897, to 
April 1, 1914, and consequently, the 
history of the company during this pe- 
tiod is limited to information con- 
tained in such records. The applica- 
tion for charter stated that: “Two 
hundred shares of the common capital 
stock of the company were subscribed 
for and that the amount of the capital 
stock of said corporation was $10,000 
divided into 200 shares of the par val- 
ue of $50 and $1,000, being 10 per 
centum of the capital stock, was paid 
in cash to the treasurer of said cor- 
poration.” 


Prior to February 1, 1927, the cap- 
ital stock of respondent was owned by 
individuals residing in or near Brook- 
ville and control was vested in these 
individuals. On February 1, 1927, 
Walter W. Taylor of New York city 
acquired all of the issued and out- 
standing capital stock of respondent, 
and assigned it to Day and Company, 
anominee for the holding of stocks of 
companies embraced in the Associated 
Gas & Electric System. Since that 
time respondent was operated under 
the supervision of the Pennsylvania 
Electric Company, an affiliated operat- 
Ing company in the Associated Sys- 
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tem. The beneficial owner of the cap- 
ital stock of respondent is the Central 
U. S. Utilities Company, an intermedi- 
ate company in the Associated Gas & 
Electric System. 

Respondent furnishes electric serv- 
ice to approximately 1,640 customers 
in the borough of Brookville, and 
Rose, Pine Creek, Warsaw, Knox, and 
Eldred townships, all of which are lo- 
cated in the county of Jefferson. The 
territory furnished by respondent is 
principally residential, small commer- 
cial, and rural in character. Respond- 
ent secures practically all of the ener- 
gy that it distributes by purchase from 
Pennsylvania Electric Company. The 
territory of respondent is surrounded 
by that of Pennsylvania Electric 
Company. 

A merger application (A. 20937), 
whereby Pennsylvania Electric Com- 
pany would have acquired the respond- 
ent (Exhibit No. 61), was filed with 
the Public Service Commission in 
1929.. A protest to this application 
was filed by the borough of Brookville. 
After hearing, the Commission ap- 
proved the merger application, but the 
superior court on appeal by the bor- 
ough reversed the order of the Com- 
mission, directing that the determina- 
tion of the merger proceeding should 
await the disposition of the rate case. 
Brookville v. Public Service Commis- 
sion, 102 Pa. Super. Ct. 503, P.U.R. 
1931E, 157, 157 Atl. 513. 


Capital Stock 


The capital stock of respondent at 
May 31, 1937, consisted of 1,500 
shares of common capital stock, hav- 
ing an aggregate par value of $75,- 
000. This stock was issued for the 
following purposes : 
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No. of 
Shares 


Date of Issuance 


January 20, 1897 
March 13, 1914 
February 12, 1924 


Totals 


The stock issued on January 20, 
1897, was no doubt in compliance 
with the provision in the application 
for charter which stated that 200 
shares of the stock of respondent were 
subscribed for, but there is no conclu- 
sive evidence to indicate that this 
stock was paid in cash. The applica- 
tion for charter, however, states that 
$1,000 or 10 per centum of the capi- 
tal stock was paid in cash to the treas- 
urer of respondent. From the record, 
it appears that only $1,000 was paid 
in cash for stock, but there is some 
testimony to the effect that the balance 
of $9,000 may have been issued for 
labor and materials furnished. In any 
event, the record is clear that not 
more than $10,000 par value of capi- 
tal stock could have been issued for 
cash or other valuable consideration 
and that the remaining aggregate par 
value of stock amounting to $65,000 
was issued as stock dividends. 

In this connection, the dividend 
record of respondent from April 1, 
1914, to May 31, 1937, inclusive, the 
period for which records were avail- 
able, is significant: [Table omitted.] 

It will be seen from the above divi- 
dend record that the stockholders re- 
ceived, over this slightly more than 
23-year period, an average yearly cash 
dividend return in excess of 40 per 
cent, on the maximum paid-in capital 
investment of $10,000. Upon this 
same investment the stockholders also 
24 P.U.R.(N.S.) 


Aggregate 


Par Value Purpose of Issue 


Original subscription 
100% stock dividend 
275% stock dividend 


$75,000 


received stock dividends of 650 per 
cent, or an average yearly stock divi. 
dend in excess of 28 per cent. If the 
stockholders did not receive any cash 
dividends from January 20, 1897, to 
April 1, 1914, the period for which no 
records were available, and if the ar. 
tual cash dividends of $93,350 were 
applied to the entire period from Janv- 
ary 20, 1897, to May 31, 1937, then 
the average yearly cash dividends 
would have been in excess of 23 per 
cent; likewise the average annual 
stock dividends would have been in 
excess of 16 per cent. 


Original Cost of Property 


In connection with the original cost 
of its property respondent’s brief at 
page 5 states: 


“The total amount invested in prop- 
erty and facilities of the Solar Elec- 
tric Company from the date of its in- 
corporation, January 20, 1897, to Au- 
gust 31, 1931, was $360,978.56, while 
the total withdrawals from the in- 
vestment during said time was 
$51,275.28, the amount, therefore, 
remaining invested in the plant and 
property of the Solar Electric Com- 
pany on August 31, 1931, was the sum 
of $309,703.28.” 

The tabulation on page 59 of re- 
spondent’s brief shows the manner in 
which the $309,703.28 was deter 
mined, of which the following is a 
summary : 
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Capital stock (paid-in) 
Services of stockholders (unpaid) 
Accumulated fair return 

Less dividends paid 

Less interest paid i 
Unpaid loans (from affiliates) 


Present investment 


In giving consideration to the fore- 
going, it should be pointed out that re- 
spondent, in its brief, discussed all 
these items under the caption “Orig- 
inal or Historical Cost of Prop- 
erty.” 

[1] The record clearly indicates 
that the maximum amount of paid-in 
capital stock could not exceed $10,000 
but there is also evidence to the effect 
that only $1,000 may have been paid 
in. Whatever sum may have been 
paid in is immaterial because neither 
the original nor the historical cost of 
the property is determined or meas- 
ured by the amount of paid-in capital 
stock. 

[2] The second item of $30,900, is 
shown as “services of stockholders.” 
This is an estimate based upon the 
part time services of a secretary, treas- 
urer, manager, stenographer, book- 
keeper, cashier, and a salesman of 
electric appliances at a composite rate 
of $150 per month from December 1, 
1897, to March 31, 1914, which serv- 
ices were alleged to have been ren- 
dered but never paid. Services of this 
character, whether paid or unpaid, are 
not properly chargeable to fixed capital 
and therefore cannot be considered in 
the determination of original or his- 
torical cost. 

[3] The third item of $292,611.08 
is explained at page 10 of respond- 
ent’s brief, as follows: 


“If, however, the reinvested returns 
to which the stockholders were enti- 
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$292,611.08 


51,275.28 241,335.80 


27,467.48 
$309,703.28 


tled are figured at 7 per cent from 
1897 to 1931, and the unpaid-for 
services of the stockholder are fig- 
ured at $150 per month, then the 
reinvested return to which the stock- 
holders were entitled amounts to 
$292,611.08.” 

It is obvious that in the determina- 
tion of original or historical cost, the 
Commission cannot give serious con- 
sideration to such a hypothetical esti- 
mate of reinvested returns. 

[4] Respondent’s brief (page 58) 
in further explaining the basis for the 
determination of the original or his- 
torical cost of its property, states that: 
“, . . Corbet should not be de- 
prived of his right to be reimbursed 
for the investment which he made in a 
pioneer enterprise which has grown up 
and is of great value and utility to the 
citizens of the borough of Brookville. 
The present stockholders of Solar 
Electric Company stand in the shoes 
of Judge Corbet because when his 
stock was purchased by the present 
stockholders in 1927 Judge Corbet 
was in a large part reimbursed for the 
early sacrifices he made by allowing 
his return upon his investment to re- 
main as a reinvestment by him in the 
Solar Electric Company and its prop- 
erty and facilities.” 


In its consideration of original 
cost, the Commission desires to in- 
form itself as to the original cost of 
the property when first devoted to 
public use, and therefore what may 
24 P.U.R.(N.S.) 
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have been paid to Judge Corbet for 
his stockholding in respondent is of 
no particular significance. 

After careful consideration of re- 
spondent’s estimate of original or his- 
torical cost, the Commission is of the 
opinion that the entire calculation is 
fallacious, hypothetical, and without 
value in the determination of the rate 
base. 

The book cost of fixed capital in- 
stalled from January 20, 1897, to 
May 31, 1937, was $197,516.70. 
The following tabulation shows the 
years and periods during which the in- 
stalled fixed capital was recorded on 
the books of respondent. 

[Table showing gross additions of 
$213,276.28 and net additions of 
$197,516.70 omitted. ] 

The Commission’s study of the book 
cost of respondent’s fixed capital dis- 


closes that it should be reviewed by 
periods of construction as follows 
(Commission Exhibit “B,” Schedules 
6 and 10, Respondent’s Exhibit No. 
13): 


Per Cent 
Period Amount to Total 


Opening entry April 1,1914 $20,738.33 10.5% 


Net additions: 

April 1, 1914 to Dec. 31,1918 22,139.03 
Jan. 1, 1919 to Dec. 31,1926 71,301.48 
Jan. 1, 1927 to May 31,1937 83,337.86 42.2 


176,778.37 89.5 


11.2 
36.1 





Total net additions .. 





Balance May 31, 1937 ... $197,516.70 100.0% 


[5, 6] The fixed capital installed 
from the inception of the company 
January 20, 1897, to March 31, 1914, 
in the amount of $20,738.33 was 
placed on the books of respondent, on 
April 1, 1914, in the following man- 
ner : 

24 P.U.R.(N.S.) 


Debit Credit 


Equipment 
Real estate 
Cash 
Capital stock 


Bills payable 1,695.24 


The accountant for the Commission 
at page 2 of Exhibit “B” stated with 
respect to this item: 

“No underlying data were available 
to show the basis used in determining 
the values assigned to the items in the 
opening entry. It appears that when 
this entry was recorded the amounts 
for cash, capital stock, and bills pay- 
able could be readily ascertained, that 
estimated values of $6,000 and $4,500 
were assigned to ‘Line’ and ‘Real 
Estate’ respectively, and the amount 
required to balance, that is, $10,238.33 
was assigned to ‘Equipment.’ ” 

The record contains certain other 
references to this opening entry and 
respondent contends that it does not 
represent the original cost of the prop- 
erty in existence at April 1, 1914, when 
the entry was made. In this connec- 
tion it should be stated that respondent 
operated under The Public Service 
Company Law (effective Jan. 1, 
1914) when this entry was made on 
April 1, 1914. Article II, § 1 (i) of 
the then Public Service Company Law 
provided that: 

“Tt shall be the duty of every pub- 
lic service company to carry no 
charges in any operating account 
which should properly be charged to 
the capital account, or vice versa.” 

In the face of this provision of the 
law, respondent now comes before this 
Commission in its apparent anxiety to 
throw some doubt upon this original 
entry and, in effect, states that it has 
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violated the law. Respondent sub- 
mitted no conclusive evidence to show 
wherein this entry misstated the facts. 
It is not sufficient to generalize and 
speculate about matters of this kind 
but adequate data must be presented to 
show wherein the records cannot be 
relied upon. As a matter of fact the 
officers of the company in filing a cap- 
ital stock tax return (Respondent’s 
Exhibit K2) stated, under oath, that 
the fixed capital at November 2, 1914, 
was $18,390. 


The record shows (Exhibit B, 
Schedule No. 4) that the total net ad- 
ditions to fixed capital, for the period 
April 1, 1914, to December 31, 1918, 
amounted to $22,139.03. During this 
period records were available with 
some supporting details to show the 
charges made to fixed capital and while 
respondent claims that inaccuracies ex- 
isted therein, it made no attempt to 
furnish a corrected book cost of its 
property installed during this period 
and the Commission holds that re- 
spondent was operating under The 
Public Service Company Law which 
required that only proper charges 
should be made to fixed capital. The 
burden of proof is upon respondent to 
show in what respect and to what ex- 
tent its records do not show original 
cost. 


The net additions to fixed capital 
for the period January 1, 1919, to De- 
cember 31, 1926, were $71,301.48. 
Respondent also claimed that this $71,- 
301.48 does not represent the original 
cost of property installed during this 
period, but it did not produce any evi- 
dence designed to indicate specifically, 
wherein and to what extent the record- 
ed figures were inaccurate. In this 
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connection it is important to state that 
the Commission, by general order, 
prescribed a Uniform Classification of 
Accounts which became effective on 
January 1, 1919. Under this order 
respondent was required to record its 
fixed capital installed up to December 
31, 1918, in an account titled “100. 
Fixed Capital Installed Prior to Jan- 
uary 1, 1919.” This account provid- 
ed that: 


“Charge to this account the book 
value, at the close of December 31, 
1918, of all fixed capital owned and 
used by the utility in the conduct of 
its electric operations. No charge 
shall be made to this account for any 
fixed capital acquired after December 
31, 1918.” 


This Uniform Classification of Ac- 
counts also provided that “the cost of 
all fixed capital installed since Decem- 
ber 31, 1918, and used by the utility in 
the conduct of its electric operations” 
shall be charged to account “101. 
Fixed Capital Installed Since Decem- 
ber 31, 1918.” 


No material question was raised by 
respondent with respect to the book 
cost of fixed capital installed, from 
January 1, 1927, to May 31, 1937, in 
the amount of $83,337.86, as repre- 
senting original cost, and as set forth 
in Commission Exhibit “B” schedule 
6, and Respondent’s Exhibit No. 13. 


Another reason for giving little if 
any weight to respondent’s testimony 
designed to throw doubt upon the or- 
iginal fixed capital entry in the amount 
of $20,738.33 and the net additions 
from April 1, 1914, to December 31, 
1926, is the fact that during 1927, sub- 
sequent to the acquisition of control 
by the Associated Gas & Electric Com- 
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pany group, while the classification of 
accounts was in effect, respondent of 
its own volition transferred the fixed 
capital then lodged in account ‘100. 
Fixed Capital Installed Prior to Janu- 
ary 1, 1919” (see Exhibit “B,” 
Schedule 10) to account “101. Fixed 
Capital Installed Since December 31, 
1918” without change as to the 
amounts assigned to each class of 
property. As heretofore stated, the 
prescribed system of accounts provid- 
ed that all charges to account 101 must 
be made upon the basis of cost and 
therefore respondent’s action in trans- 
ferring the several classes of property 
from account 100 to account 101 with- 
out change in amounts, clearly indi- 
cates that respondent accepted the fig- 
ures in question as representative of 
original cost. 


In the recording of fixed capital in- 
stalled by respondent, the provisions 
of the effective Uniform Classification 
of Accounts definitely directed it to 
charge to fixed capital or other ac- 
counts all expenditure classified in ac- 
cordance therewith. Therefore, when 
the nature of an expenditure was de- 
termined, its entry upon the books of 
respondent was specifically defined and 
there was no provision, direct or im- 
plied, which permitted respondent to 
classify as a fixed capital charge one, 
that by its very nature, was a charge 
against income, or vice versa. Where, 
as in this case the respondent was not 
satisfied with the underlying details 
of fixed capital during its early his- 
tory, it should not be precluded from 
supplying an estimate for the specific 
period during which the deficiency ex- 
isted, but, on the other hand, it is not 
warranted in reclassifying or creating 
imaginary costs for the whole proper- 


ty designed to increase the rate base 
upon which the public is obliged to 
pay a return. Citizens’ Committee y, 
Kings County Lighting Co. (N. Y,) 
Case No. 6983, February 17, 1937. 

It should also be stated that respond- 
ent prepared monthly financial and 
operating reports, upon a printed form 
designed for that purpose. One of 
these printed forms is the balance 
sheet upon which is found an account 
titled “101. Fixed Capital—Plant, 
Property, etc.,”’ and an amount asso- 
ciated therewith. However, that ac- 
count title bore an asterisk which re- 
ferred to the bottom of the balance 
sheet with the notation “Stated at Or- 
iginal Cost.’’ The accountant for the 
Commission testified that he consid- 
ered the book cost of fixed capital as 
stated by respondent to represent the 
original cost of the property (Testi- 
mony July 1, 1937, pp. 132-155), 
An accountant for respondent testi- 
fied with respect to footnote as follows 
(Testimony July 1, 1937, p. 156): 


Counsel: State whether or not that 
footnote was intended to indicate that 
that statement was an original cost of 
the company’s property? 

Witness: That footnote was not 
meant to indicate that the fixed capital 
figure shown was the original cost of 
fixed capital. It merely meant to show 
that the fixed capital of this company, 
Solar Electric Company, was kept— 
was not appraised at some earlier time, 
and that the figures represented on the 
balance sheet were original book cost 
and not original cost. 


The record discloses that respond- 
ent did not at any time revalue its 
property and that the book cost of 
fixed capital is the result of expendi- 
24 P.U.R.(N.S.) 348 
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tures made for property. We can 
see no materia] difference between the 
statements of the two accountants. 
The accountant for the Commission 
stated that the amount assigned to 
fixed capital was “book cost” while the 
accountant for respondent stated that 
it represented “original book cost.” 

Because of respondent’s inclination 
to substitute estimates of original cost 
in lieu of facts reflected on its books 
of account, the Commission feels con- 
strained to make some further com- 
ment on the subject. Respondent has 
been required from time to time to 
submit under oath of its officers an- 
nual reports to the Commission setting 
forth, among other things, the book 
cost of fixed capital installed. The 
primary purpose of such reports is to 
keep the Commission and the public 
currently informed of respondent’s 
financial condition and operating prog- 
ress, but respondent in effect has 
asked the Commission to disregard the 
data contained in these sworn reports 
based upon records kept in the current 
course of business, and to substitute in 
lieu thereof estimates of a highly con- 
jectural nature, prepared specifically 
for the purpose of this proceeding. 
The decisions of the courts have been 
unanimous in preferring records kept 
currently to estimates made for a spe- 
cific purpose. Manifestly if the data 
contained in these sworn reports are 
to be regarded so lightly, no useful 
purpose has been served in requiring 
them to be filed or in prescribing a 
system of accounts as a basis for their 
filing. 

The Commission upon review of all 
data of record finds that the total book 
cost of fixed capital as reflected on 
the books of respondent at May 31, 
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1937, amounting to $197,516.70, rep- 
resents the original cost thereof. Re- 
spondent’s Exhibit No. 12 shows the 
construction work in progress, at May 
31, 1937, to be $1,797.10. Because 
the record does not state whether the 
construction in question was in service 
on that date, and because of the small 
amount of money involved, the Com- 
mission will consider the construction 
work in progress as part of the in- 
stalled fixed capital at May 31, 1937. 
The book cost of fixed capital installed 
and construction work in progress at 
May 31, 1937, is, therefore, $199,- 
313.80. 

[7] The book cost of the gas pow- 
er generating property as of May 31, 
1937, was $60,048.23, distributed to 
the following primary fixed capital ac- 
counts (Commission Exhibit “C” 
Schedule 3 and Respondent’s Exhibit 
No. 13): [Table omitted. ] 

From the inception of the company 
until the latter part of 1928, respond- 
ent supplied electric service in the bor- 
ough of Brookville and adjacent ter- 
ritory by the operation of a gas engine 
generating plant located in Brookville, 
Jefferson county, Pa. The condition 
of this plant became such that with an 
increased demand upon it and to fur- 
nish reliable service, it was necessary 
to enlarge the generating facilities or 
purchase power from another source. 
The record shows that respondent has 
further increased the demand on its 
system by the increase in the number 
of connected customers, from 1,244 
in 1929 to 1,610 in 1936. 


Respondent decided to purchase its 
requirements and entered into a con- 
tract with Pennsylvania Electric Com- 
pany, dated September 17, 1928, for 
its entire energy requirements. Re- 
24 P.U.R.(N.S.) 
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spondent and Pennsylvania Electric 
Company filed a petition with the Pub- 
lic Service Commission on May 4, 
1929, for the approval of the sale of 
all the property and franchises of re- 
spondent to Pennsylvania Electric 
Company, see page 3, supra. 

Section 5 of this petition (A. 
20937) sets forth that: 

“Said Solar Electric Company is 
the owner of a gas generating station 
in the borough of Brookville, Jeffer- 
son county, Pennsylvania, and is also 
the owner of a distribution system in 
the borough of Brookville and vicini- 
ty, for the distribution of electric cur- 
rent for light, heat, and power pur- 
poses. Said gas generating station is 


inadequate and obsolete and it would 
have required large sums of money to 
rehabilitate and enlarge same; conse- 
quently said Solar Electric Company 
is now purchasing its entire require- 


ments of electric energy from said 
Pennsylvania Electric Company and 
has discontinued the operation of its 
gas generation station.” (Exhibit 
No. 61.) 

Commission engineers on October 
29 and 30, 1937, inspected the gas en- 
gine plant and observed its condition. 
Several of the engines in the generat- 
ing unit are obsolete and are no long- 
er manufactured. They were installed 
in 1914, 1917, and 1922. One of these 
engines had a cracked cylinder which 
had not been repaired in several years 
and which would be unsuitable for 
operation. The entire generating fa- 
cilities were far below the standard re- 
quired for a reliable standby system. 

The above-stated conclusions that 
this plant is not maintained as a relia- 
ble standby plant is supported by the 
evidence of respondent’s engineers, 


who testified that considerable expen- 
ditures would be necessary in order to 
put the plant in proper operating con- 
dition. 

Respondent, having decided to sup- 
ply its customers’ requirements with 
purchased power, should so conduct 
itself that service from such a source 
will continue uninterruptedly, as the 
ratepayers should not be burdened 
with carrying expenses from two dif- 
ferent sources of power. Nothing has 
transpired since the effective date 
(September 17, 1928) of this power 
contract which. would indicate that 
conditions at May 31, 1937, were dif- 
ferent from the conditions existing in 
1928. It is hardly conceivable that 
respondent should come before this 
Commission in an application for 
merger and state that the gas generat- 
ing plant then in existence was inade- 
quate and obsolete and yet in this rec- 
ord claim that this same plant being 
now more than eight years older is 
necessary as a standby plant. 

It should also be noted from data 
contained in the annual reports of 
Pennsylvania Electric Company and 
from data furnished the Commission 
that power was purchased from Penn- 
sylvania Electric Company by nonaf- 
filiated utilities in the same territory, 
from the same transmission system, 
and under the same rate schedules 
without requiring such purchasers to 
build and maintain a reserve generat- 
ing plant. 

The Commission concludes from 
the record in this case that the gas en- 
gine generating plant is not used or 
useful as an emergency, standby, or 
reserve plant and we, therefore, ex- 
clude the gas engines, generators, and 
auxiliary equipment as being property 
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not used or useful in the public serv- 
ice. 

There is some indication that the 
building in which the gas engines and 
electrical equipment are located is now 
being partially used for storage pur- 
pose and we would be justified in ex- 
cluding a part of the land and building 
from property devoted to the public 
use. However, the item is small and 
the basis for any allocation is not a 
matter of record. The Commission 
will, therefore, allow the full cost of 
land and building to remain in fixed 
capital but will exclude the last four 
items noted above in the amount of 
$55,548.23. The record does not in- 
dicate the extent to which depreciation 
was accrued on the gas engines, elec- 
tric generators, and other electric and 
power plant equipment and therefore 
in view of respondent’s past policy of 
accruing depreciation on a composite 
basis, the Commission will, for the 
purpose of this report, consider such 
equipment fully depreciated, because 
of the fact that its service life is ex- 
tinguished. The book cost of fixed 
capital at May 31, 1937 is, therefore, 
reduced from $199,313.80 to $143,- 
765.57 and the reserve for renewals 
and replacements as of the same date 
is reduced from $81,021.18 to $25,- 
472.95. The total book cost of fixed 
capital, less accrued depreciation, after 
adjustments as outlined above, is 
$118,292.62 as of May 31, 1937. 


Construction Fees 


On June 22, 1927, a corporation un- 
der the name of Middlesex Company 
was incorporated under the laws of 
the state of Delaware. On August 18, 
1927, its name was changed to W. S. 
Barstow & Company, Inc., and on De- 
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cember 14, 1933, the corporate name 
was again changed to E. M. Gilbert 
Engineering Corporation. This cor- 
poration is empowered by its Articles 
of Incorporation to “construct, ac- 
quire, purchase, hold, operate, use, 
sell, or otherwise dispose of any 
works, property, or plants, or part 
thereof for the production, distribu- 
tion, and supply of gas, electricity, or 
any other power or force in any form 
and for any purposes whatsoever, 
” 


The Commission submitted as part 
of its Exhibit “B,” a copy of the con- 
struction agreement dated June 1, 
1929, between respondent and W. S. 
Barstow & Co., Inc., now E. M. Gil- 
bert Engineering Corporation. In 
brief, this agreement provides that E. 
M. Gilbert Engineering Corporation, 
termed “construction manager,” shall 
act as construction manager of the 
property of respondent, with authority 
to supervise and direct the construction 
and acquisition of extensions, im- 
provements, betterments, and additions 
to such properties, and the acquisition 
of additional properties for a period 
of ten years from and after the date 
of the agreement. Section 6 of the 
agreement further provides that the 
“construction manager,” as compen- 
sation for its services, shall receive a 
sum equal to 74 per cent per annum of 
the gross amount charged or charge- 
able since said date to the plant and 
property accounts of the employer. 

The Commission, on June 15, 1937, 
ordered and directed the respondent 
to submit of record data with respect 
to billings of E. M. Gilbert Engineer- 
ing Corporation and W. S. Barstow & 
Co., Inc., the predecessor company, 
setting forth (a) cost to respondent 
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as evidenced by billings for construc- 
tion fees, (b) cost to E. M. Gilbert 
Engineering Corporation for furnish- 
ing construction services to respond- 
ent, together with full and complete 
underlying details, (c) the accounts 
charged on the books of respondent as 
the result of said billings, and (d) ne- 
cessity for such service and proof of 
specific service having been rendered. 

The total gross construction fees 
included in fixed capital, as a result of 
the construction contract, from Jan- 
uary 1, 1927, to May 31, 1937, are as 
follows : 


Amount 
$5,041.64 


Gross Construction Fees 
Commission Exhibit “B” p. 12 
Commission Exhibit “C” Schedule 4 
Commission Exhibit “C” Schedule 5 
Respondent’s Exhibit No. 13 


Respondent did not furnish data 
with respect to cost to the billing com- 


pany for specific construction service, 
necessity for such service and proof 
that specific service was rendered dur- 
ing any period, and accordingly the 
Commission would be fully justified 
in excluding this item from fixed cap- 
ital. However, for the purpose of 
this order, the Commission will not ad- 
just, at this time, the book cost of 
fixed capital to exclude these construc- 
tion fees, because the record is not 
clear as to the net amount of construc- 
tion fees included therein after con- 
sideration is given to retirements, 
which may or may not have included 
the element of construction fees. The 
Commission will give consideration 
to construction fees in its order, in 
this case, to the end that appropriate 
accounting treatment may be accorded 
to such fees already included in fixed 
capital, and that respondent may be 


guided with respect to such items in 
the future. 


Purchasing Fees 


Utilities Purchasing and Supply 
Corporation, an admitted affiliate, was 
incorporated under the laws of the 
state of Delaware on August 1, 1928, 
This corporation has a_ purchasing 
contract arrangement with respondent, 
which provides that the Utilities Pur- 
chasing and Supply Corporation will 
(a) purchase or supervise the pur- 
chase of all apparatus, supplies, and 
materials which shall be required for 
the conduct of respondent’s business, 
(b) consult with officials and employ- 
ees of respondent for the purpose of 
ascertaining its needs for materials, 
and (c) supervise the transportation 
of such material. Section 2 of this 
agreement provides that the respond- 
ent shall pay to the purchasing com- 
pany, as compensation for services, a 
sum equal to 14 per cent of the aggre- 
gate amount paid for all apparatus, 
materials, and supplies purchased by or 
on behalf of respondent. 

The Commission submitted as part 
of its Exhibit “B,” a copy of the pur- 
chasing agreement dated October 1, 
1928, between respondent and Utilities 
Purchasing and Supply Corporation. 
This contract was made for a 10-year 
period beginning October 1, 1928, and 
is subject to an automatic renewal 
thereof unless either or both parties de- 
sire a termination thereof at the ex- 
piration of the contract. 

The gross purchasing fees paid by 
respondent, by reason of the operation 
of the purchasing contract from Jan- 
uary 1, 1927, to May 31, 1937, inclu- 
sive, and charged to fixed capital are 
as follows: 
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Gross Purchasing Fees Amount 


Commission Exhibit “B” p. 12 $99.24 
Commission Exhibit “C” Schedule 5 444 
Respondent’s Exhibit No. 13 30.60 


$134.28 


The Commission, on June 15, 1937, 
ordered and directed that respondent 
submit of record data with respect to 
billings by Utilities Purchasing and 
Supply Corporation, setting forth (a) 
cost of respondent as evidenced by 
billings for purchasing fees, (b) cost 
to the purchasing company for fur- 
nishing purchasing services to re- 
spondent, together with full and com- 
plete underlying details, (c) the ac- 
counts charged on books of respond- 
ent as a result of billings by the pur- 
chasing company, and (d) necessity 
for such service and proof of specific 
service having been rendered. 


The record does not disclose the 
amount of purchasing fees paid and 


charged to operating expenses directly 
and those charged indirectly to operat- 
ing expenses through stores account. 
Respondent did not furnish data with 
respect to cost to the billing company 
for specific purchasing services during 
this entire period charged to fixed cap- 
ital or operating expenses, necessity 
for such service and proof that specific 
service was rendered throughout the 
period, and accordingly the Commis- 
sion would be fully justified in exclud- 
ing purchasing fees from operating ex- 
penses and fixed capital. However, 
for the purpose of this report, the 
Commission will not adjust, at this 
time, the book cost of fixed capital and 
operating expenses to exclude these 
purchasing fees because the record is 
not clear as to the net amount of pur- 
chasing fees included therein after 
consideration is given to retirements 
[23] 
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which may or may not have included 
the element of purchasing fees. The 
Commission will give consideration to 
purchasing fees in its order in this 
case, to the end that appropriate ac- 
counting treatment may be accorded to 
such fees already included in fixed 
capital and that respondent may be 
guided with respect to such items in 
the future. 


Accrued and Annual Depreciation 


Commission Exhibit “B” Schedule 
19 and Commission Exhibit “C” 
Schedule 36, and Respondent’s Ex- 
hibits 12 and 15 set forth the manner 
in which the reserve for renewals and 
replacements was accrued on the books 
of respondent from January 1, 1920, 
to May 31, 1937. Prior to 1920, de- 
preciation amounting to $7,765.14 was 
recorded by charging operating ex- 
penses and crediting fixed capital. 
However, during 1920, this $7,765.14 
was charged to fixed capital and a de- 
preciation reserve account was created 
by a concurrent credit. During 1920, 
a further credit adjustment of the 
reserve was made as the result of a 
direct charge to surplus, amounting to 
$2,455.92. The record indicates that 
during 1920, respondent recorded on 
its books a reserve for renewals and 
replacements, in the amount of these 
two adjustments, or $10,221.06, on 
property in existence at December 31, 
1919. The following tabulation 
shows the total accruals from Janu- 
ary 1, 1919, to May 31, 1937, and the 
losses sustained in the retirement of 
fixed capital as charged against the re- 
serve account. 


[Table omitted shows total charges 
to operating expenses, $86,187.52; 
total charges to surplus, $2,455.92; 
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total charges, $88,643.44; total retire- 
ment losses, $7,622.26, with balance 
at close of period, $81,021.18.] 

Respondent’s books indicate that it 
has determined the proper accrued de- 
preciation on its property at May 31, 
1937, to be $81,021.18, of which $78,- 
422.38 was accrued and charged to 
operating expenses from January 1, 
1920, to May 31, 1937, inclusive. 
After having adjusted fixed capital 
and the reserve for renewals and re- 
placements to exclude property not 
used and useful, we find the ratio of 
the reserve for renewals and replace- 
ments ($25,472.95) to the book cost 
of fixed capital ($143,765.57) at May 
31, 1937, to be 17.7 per cent. Based 
upon a study of the accruals credited 
to the reserve and the retirement losses 
charged or chargeable thereto from 
January 1, 1920, to May 31, 1937, the 
Commission is of the opinion that the 
amount of $78,422.38 is a fair and 
reasonable allowance for accrued de- 
preciation for this period. The per- 
centage that will produce this sum of 
$78,422.38 when applied to the fixed 
capital on the books of respondent at 
the close of each year or period from 
January 1, 1920, to May 31, 1937, is 
3.03 per cent. The application of this 
percentage has the effect of equalizing 
the annual provision for depreciation, 
thus preventing the wide fluctuation in 
annual depreciation as disclosed by the 
foregoing tabulation. Annual depre- 
ciation for 1936 and five months ended 
May 31, 1937, is therefore calculated 
in the following manner : 
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Dec. 31, 1936 May 31, 1937 
Book cost of fixed 
i $194,659.09 $197,516. 


capital 
Exclusion of property 
not used or useful 55,548.23 55,548.23 
$139,110.86 $141,968.47 
Annual depreciation: 
3.03% of $139,110.86 4,215.06 


5/12 (3.03% of 


$141,968.47) 1,792.35 


The record also contains data with 
respect to the age and life of respond. 
ent’s used and useful property. If an- 
nual and accrued depreciation were 
calculated on the straight-line method 
then the accrued depreciation of the 
fixed capital of respondent at May 31, 
1937 (stated at original cost), would 
be $48,740.98 and the annual deprecia- 
tion would be $4,369.34, as demon- 
strated in the following tabulation: 
[ Table omitted. ] 

The following tabulation shows the 
allowance for annual depreciation on 
the fixed capital of respondent at May 
31, 1937 (stated at original cost), if 
the 4 per cent sinking-fund method 
were used in its determination: [Ta- 
ble omitted. ] 

The Commission’s finding and fur- 
ther comments on the subject of de- 
preciation will be made in a later sec- 
tion of this order devoted to the “Rate 
Base.” 


Reproduction Cost Estimate 


[8] 


Reproduction cost estimates 
new and depreciated were prepared by 
respondent and complainants based 
upon inventory and unit prices as of 
August 31, 1931, trended to May 31, 
1937, as follows: 
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Reproduction cost new: 
Direct costs 
Indirect costs 


Cost of financing 
Working capital : 
Materials and supplies 


Totals 


Reproduction cost new, less accrued depreciation 
Reproduction cost new (direct and indirect) 
Less accrued depreciation 


Totals 
Cost of financing 


Working capital : : 
Materials and supplies 


Totals 


Complainant 
Chester 


Respondent 
Scharff Dreyfus 


$242,197 $198,296 
68,132 26,279 








$286,990* $310,329* 
15,300 13,164 


2,795 2,795 
7,000 8,234 


$224,575+ 


4,416 
7,039 








$334,522* $236,030F 


$286,990* 
61,168* 


$310,329* 
52,437* 


$224,575 
132,052 








$225,822* 
15,300 


$257,892* 
13,164 


$92,523F 


2,795 
7,000 


2,795 
8,234 


4,416 
7,039 








$250,917* $282,085* $103,978 


*$422 deducted for mathematical corrections and includes net additions to fixed capital from 


August 31, 1931, to May 31, 1937. 


+Excludes net additions to fixed capital from August 31, 1931, to May 31, 1937, and also 


a mathematical error of $49. 


It should be stated that the Chester 
appraisal did not take into considera- 
tion the cost of net additions to fixed 
capital from August 1, 1931, to May 
31, 1937, in the amount of $13,496.17 
and in order to place these estimates 
on a comparable basis the Chester es- 
timate should be increased to $117,- 
474, All of these engineers had the 
same property to value and yet the 
Scharff estimate is over 113 per cent 
greater than the Chester estimate and 
the Dreyfus estimate is over 140 per 
cent greater than the Chester estimate. 
Even the two engineers employed by 
respondent do not agree, the one esti- 
mate being more than 12 per cent in 
excess of the other. Thus on a repro- 
duction cost theory of valuation the 
results obtained by three engineering 
firms vary from each other from 12 
per cent to 140 per cent. The esti- 
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mates of reproduction cost submitted 
in this case are based upon conjectures 
and speculations and the items for 
intangibles appear to be unreasonably 
high. 

The Commission in this case has 
given full consideration to reproduc- 
tion cost estimates as submitted by all 
parties at interest and finds that they 
are unsatisfactory, conjectural, and 
without probative value. The Com- 
mission concludes that such a wide 
variance in engineering judgment 
makes impossible anything but an ar- 
bitrary decision or guess as to the 
correct reproduction cost. 

Respondent either could not or did 
not show to what extent, if any, the 
book cost of fixed capital does not 
represent the original cost thereof. 
On page 7 of this report we set forth 
the years during which the fixed capi- 
24 P.U.R.(N.S.) 
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tal of the company was _ installed. 
From this tabulation it will be seen 
that 10.5 per cent of fixed capital was 
installed prior to 1914; 12.0 per cent 
from 1914 to 1917, inclusive; 72.3 
per cent from 1918 to 1931, inclusive; 
and 5.2 per cent from January 1, 1932, 
to May 31, 1937, inclusive. It may be 
readily seen that 72 per cent of the 
total book cost of fixed capital was 
installed during the period of relative- 
ly high prices and therefore should 
have some semblance to prices prevail- 
ing at May 31, 1937. A comparison 
of the several reproduction cost esti- 
mates with original cost at May 31, 
1937, follows: 


Less Accrued 
New __ Depreciation 
Respondent’s reproduc- 
tion cost estimates : 
Scharff 
Dreyfus 
Complainant—Chester 


$286,990 
310,171 
238,071 


$225,822 
257,892 
106,019 


Book Cost 
Less Accrued 
Book Cost Depreciation 
Book cost of fixed cap- 
ital (original cost, 
including gas gene- 


rating equipment) .. $199,314 $118,293 


The United States Supreme Court 
in California R. Commission v. Pa- 
cific Gas & E. Co. (1938) 302 U 5S. 
388, 82 L. ed. —, 21 P.U.R.(N.S.) 
480, 484, 58 S. Ct. 334, said in part: 

“When the rate-making agency of 
the state gives a fair hearing, receives 
and considers the competent evidence 
that is offered, affords opportunity 
through evidence and argument to 
challenge the result, and makes its de- 
termination upon evidence and not ar- 
bitrarily, the requirements of proce- 
dural due process are met, and the 
question that remains for this court, or 
a lower Federal court, is not as to the 
mere correctness of the method and 
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reasoning adopted by the regulating 
agency but whether the rates it fixe; 
will result in confiscation.” 

The Railroad Commission of the 
state of California in Re Pacific Gas 
& E. Co. (1933) 1 P.U.R.(NS) 
1, 11, stated: 

“This historical method has dom. 
inated the Commission’s findings for 
several principal reasons. It is well 
grounded upon established facts, js 
not subject to the vagaries of pet the- 
ories, unlimited imagination and 
abrupt fluctuation of current prices 
and passing conditions, and therefore 
indicates a truer measure of value up- 
on which, through the application of 
rates, a return may be allowed to reim- 
burse the owner for his enterprise and 
insure the integrity of his capital hon- 
estly and prudently invested. At the 
same time it prevents unwarranted de- 
mands upon the consumer through the 
projections of future rates on ephem- 
eral values and stabilizes rates so that 
economic shocks from such changes 
are reduced to a minimum.” 

The United States Supreme Court 
in a review of this same case, stated 
(21 P.U.R.(N.S.) at p. 486): 

“There is no principle of due proc- 
ess which requires the rate-making 
body to base its decision as to value, or 
anything else, upon conjectural and 
unsatisfactory estimates. We have 
had frequent occasion to reject such 
estimates. Minnesota Rate Cases 
(Simpson v. Shepard [1913] ) 230 U. 
S. 352, 452, 57 L. ed. 1511, 1563, 33 
S. Ct. 729, 48 L.R.A.(N.S.) 1151, 
Ann. Cas. 1916A, 18; Los Angeles 
Gas & E. Corp. v. California R. Com- 
mission, 289 U. S. 287, 307, 77 L. ed. 
1180, P.U.R.1933C, 229, 53 S. Ct. 
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637: Lindheimer v. Illinois Bell Discount is a distinct function of the 
Teleph. Co. (1934) 292 U. S. 151, interest rate and, therefore, of time, 
163, 78 L. ed. 1182, 1190, 3 P.U.R. in that it is an adjustment of the 
(N.S.) 337, 54 S. Ct. 658.” stated rate of return on a security to 
; i yields prevailing in the investment 

Working Capital market at the time the security is of- 
Engineers Scharff and Dreyfus for fered to the public. The difference 
respondent and engineer Chester for between the par value of a bond and 
complainants estimated working cap- the price which the purchaser pays for 
ital at $9,795, $11,029, and $11,455, it represents an adjustment of interest 
respectively. The Commission has re- which, when averaged over the life 
viewed all data in the record which of the bond in conjunction with the 
has a bearing upon this subject and interest periodically received, gives the 
computes working capital in the fol- purchaser a yield approximating the 
lowing manner: yield for bonds currently marketed. 


Operating expenses for the year 1936, including office rent 
Less items not affecting working capital : 
Tax accruals 
Renewals and replacements 
Uncollectible accounts (adjusted) 
Adjustments of operating expenses (see p. 81 of this report) .. 22,075 





Balance of expense 
Amount of working capital required to finance above expenses 
during a 45-day period between pate of service and collec- 
tion of the accounts (4 of $54,142) 
Additional amounts of working capital required : 
Materials and supplies : 
Line materials 
Miscellaneous 
State and Federal unemployment compensation (1 month) ... 





Total working capital 


Cost of Financing To illustrate: If a 44 per cent bond 
with a 10-year term sells for 96, then 
the yield rises to 5.1 per cent. It fol- 
lows that there is no more justifica- 
tion for capitalizing discount, which 
is applicable to the entire life of the 
bond, than to capitalize interest over 
the entire life of the bond and there- 
fore discount should not be considered 
in the determination of any rate 
base. 


[9, 10] There is some confusion 
of terms to describe or define cost 
of financing, which is sometimes er- 
roneously termed “cost of obtaining 
money.” It is often spoken of as 
“brokerage,” sometimes as “discount,” 
and on other occasions as “brokerage 
and discount.” A clear distinction 
may be made by stating that discount, 
while a function of cost of obtaining 
money, is not an element in cost of Cost of financing, then, must be con- 
financing. Discount is the difference fined to two elements, namely, broker- 
between the par value of the securities age and the mechanical costs incurred 
and the price (less than par) paid in the issuance of securities. Broker- 
therefor by the investing public. age is commonly defined as the sum 
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paid a broker or banking house for 
making a full and complete investiga- 
tion into the cost and prospects of an 
inviting public service enterprise, plus 
a reasonable compensation for services 
in marketing the securities of the en- 
terprise. When bonds with a face 
value of 100 are sold to a broker at 
95, and resold to the public at 98, the 
3-point spread is the brokerage charge, 
and the remaining 2 points represent 
discount. Mechanical costs consist of 
such items as cost of preparing, en- 
graving, printing, registering, and dis- 
tributing stocks, bonds, or other evi- 
dence of indebtedness, the cost of re- 
cording mortgages and other docu- 
ments, and trustees’ and counsel fees, 
and expenses. 

It should also be observed that cost 
of financing is not connected with the 
rate base of the property. The man- 
ner in which funds are to be raised to 


provide for property is wholly inde- 


pendent of property rate base. It is 
generally admitted that bond discount 
and expenses, fees paid for the prepa- 
ration of mortgages and similar costs 
connected with the issuance of bonds, 
are not a part of the rate base of the 
property. If they were, a company 
could increase the rate base of its prop- 
erty merely by reducing the interest 
rate on its bonds, thereby increasing 
the debt discount and expense. Fur- 
thermore, the poorer credit a company 
had, the greater would be the rate base 
of its property. The same principles 
apply to funds raised by the issuance 
of stock. If the expense of marketing 
a 5 per cent preferred stock issue is 
greater than that for 6 per cent or 7 
per cent stock, the rate base of the 
property is not increased thereby ; and 
if a 7 per cent preferred stock issue 
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is sold at a premium, the value of the 
property is not reduced thereby. Ip 
the case of common stock, it may be, 
because of the success of the company, 
the stock is sold at a premium. It can. 
not be said in such a case that the rate 
base of the property is reduced. On 
the other hand, if a company has poor 
credit and the cost of marketing an 
issue of stock is considerable, such 
costs should not be added to other 
elements of rate base to determine the 
rate base upon which a return is com- 
puted. 

All of these factors affecting the 
means whereby funds are obtained to 
conduct an enterprise are to be con- 
sidered in determining the rate of re- 
turn. They may have a relation to 
the cost of money but the cost of mon- 
ey is not to be considered in determin- 
ing the rate base of the property, the 
rate base being wholly apart from the 
credit of the corporation which con- 
ducts the enterprise. If it can be dem- 
onstrated that cost of money is a real 
factor, it should be considered only 
in fixing the rate of return which the 
company is permitted to earn and at 
no time a part of the rate base. Re 
Brooklyn Borough Gas Co. (N. Y. 
1937) 21 P.U.R.(N.S.) 353; Galves- 
ton Electric Co. v. Galveston, 258. U. 
S. 388, 66 L. ed. 678, P.U.R.1922D, 
159, 42 S. Ct. 351; Re Long Island 
Lighting Co. (N. Y. 1935) 18 P.U.R. 
(N.S.) 65; Citizens’ Committee v. 
Kings County Lighting Co. (N. Y.) 
Case No. 6983, February 17, 1937. 

Mechanical costs are already charged 
to fixed capital and, from testimony 
developed of record, respondent has in- 
curred no brokerage costs from its in- 
ception to date. This was definitely 
established in an examination of the 
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books and records of respondent and 
since no cost of financing was incurred 
other than that which is already re- 
corded in fixed capital, no percentage 
will be added to the rate of return 
for cost of financing. 


Going Concern Value 


[11, 12] If there is any justifica- 
tion for going concern value, it must 
be shown that there was a lag in earn- 
ings in the early history of the com- 
pany. Chambersburg Gas Co. v. Pub- 
lic Service Commission (1935) 116 
Pa. Super. Ct. 196, 7 P.U.R.(N.S.) 
359, 176 Atl. 794. From April 1, 
1914, to May 31, 1937, books of ac- 
count were available, but respondent 
did not submit any definite evidence 
to indicate that it had suffered a lag 
in earnings below a reasonable return 
during that period. With regard to 
the period January 20, 1897, to April 
1, 1914, the only data of record which 
has any bearing upon the subject is 
that contained in the capital stock tax 
returns filed with the commonwealth 
of Pennsylvania from January 20, 
1897, to November 2, 1914, which re- 
turns were submitted as Respondent’s 
Exhibits Nos. T-1 to Z—1 and A-2 to 
K-2. These returns show that the 
gross earnings during that period were 
$115,819.67 and the expenditures were 
$121,768.39 or an operating loss of 
$5,948.72. Since respondent made its 
returns on a cash receipt and disburse- 
ment basis, the disbursements include 
items other than operating expenses, 
such as (a) additions to property $8,- 
390 (property November 2, 1914, 
$18,390 less paid-in capital stock of 
$10,000), (b) interest $4,002.32, and 
(c) payment of debt $8,904.46. The 
returns clearly indicate that the latter 
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two items were charged as expense. 
It is apparent from the early history 
of respondent that the funds required 
for new construction came from loans 
and earnings, and since respondent 
paid off loans during this period in 
the amount of $8,904.46 and the loans 
outstanding at November 2, 1914, 
were $1,695.24 it follows that the to- 
tal amount of money borrowed was 
$10,599.70. This amount when add- 
ed to the $10,000, representing the 
paid-in capital, totals to $20,599.70 
which is very close to the amount as- 
signed to property in the opening entry 
on the books of respondent on April 
1, 1914, in the amount of $20,738.33. 
While the tax returns in question were 
not in sufficient detail to make an ac- 
curate determination of operating ex- 
penses, it is obvious that the forego- 
ing items (b) and (c) amounting to 
$12,906.78, should be excluded there- 
from, which would result in an operat- 
ing income of $6,958.06, instead of a 
deficit of $5,948.72, as claimed by re- 
spondent. Moreover, on March 13, 
1914, respondent declared a stock div- 
idend of $10,000 and therefore it 
must be assumed, in view of the law 
applicable to the issuance of stock div- 
idends, that respondent had on that 
date at least $10,000 of earned sur- 
plus out of which the dividend was de- 
clared. This is the only information 
submitted of record by respondent 
which can be appropriately considered 
as shedding any light on its actual 
earnings during the period in question. 

The two engineers for respondent 
testified that in their judgment going 
concern value is an element in the de- 
termination of fair value but neither of 
them made a study to determine 
whether a lag actually existed during 
24 P.U.R.(N.S.) 
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any period of respondent’s history. 
Facts which tend to prove lag must be 
developed from records of respondent 
or through other factual evidence. We 
construe the various court decisions to 
imply that lag is the essential element 
in a determination of going concern 
value. 

After a careful review of the record 
which deals with the earnings of re- 
spondent from its inception, the Com- 
mission finds no reasonable or proper 
basis for an allowance for going con- 
cern value. 


Rate Base 
[13-18] Following is a summary 


showing the aggregate contributions 
which would be made by respondent’s 
consumers predicated upon a return on 
certain bases and the resultant annual 
depreciation thereon as discussed here- 
tofore in this report: 


Basis I 
Original cost, undepreciated. Annual depre- 
ciation based upon 4% sinking-fund method 
Basis II 
Original cost, less book accrued depreciation. 
Annual depreciation as per books of com- 
pany, equalized 
Basis III 
Original cost, less accrued depreciation on 
straight-line method. Annual depreciation 
on straight-line method 
It will be seen from the above that 
there is no marked difference in the 
net which the consumers would con- 
tribute for return on the property and 
for annual depreciation. The Com- 
mission in this case finds as a rate base 
the original cost of the property (un- 
depreciated) of the company at May 
31, 1937, and consistent therewith it 
will also use the 4 per cent sinking- 
fund method in the determination of 
annual depreciation in the amount of 
24 P.U.R.(N.S.) 


Amount 


$2,297. Under this finding the own. 
ers of the property will realize a ¢ 
per cent return on the actual dollars 
invested, and at the same time will he 
allowed a sufficient amount for annual 
depreciation which, together with the 
earnings thereon, will return the equiy- 
alent of the original cost of the prop- 
erty to the owners at the expiration of 
the life of its property. Re Pacific 
Gas & E. Co. (Cal. 1933) 1 PUR, 
(N.S.) 1. 

The Commission is of the opinion 
that a uniform dissatisfaction over the 
disposition of rate cases has arisen out 
of a failure to perceive the problem 
from the investors’ and ratepayers’ 
standpoint, and it is believed that the 
determination of the rate base should 
be approached in a manner somewhat 
different from that reflected in the or- 
ders issued in the past. 

Heretofore the rate base has been 
determined generally by the Commis- 


Annual De- Total Con- 
preciation _ tributions 


Return 


@6% 


$141,968 $8,518 $2,297 $10,815 


116,496 6,989 4,301 11,290 


93,227 5,594 4,369 9,962 


sion on a basis of reproduction cost 
new less accrued depreciation. This 
formula produced a result arrived at 
entirely through approximations and 
theoretical calculations and, when de- 
termined, had no lasting usefulness, 
because of fluctuations in material and 
labor costs from year to year. 

The cost of reproduction as a de- 
termining factor in value had, it is 
true, been approved by a number of 
decisions, Smyth v. Ames (1898) 
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169 U. S. 466, 42 L. ed. 819, 18 S. Ct. 
418, and a long line of cases follow- 
ing. In each of these cases, however, 
the court has carefully pointed out that 
itis one of the many factors that may 
be considered in arriving at a proper 
rate base. The cost of reproduction 
is a calculation designed to produce a 
figure equal to the cost of replacing 
the existing property new. There are 
several reasons why the premise on 
this theory does not meet the purpose 
for which it was formulated. 

The history and experience of most 
utilities is at variance with the premise 
assumed. 

In the first place, the present prop- 
erty was not constructed as a com- 
plete going unit, but was started as a 
small unit and as the community grew, 
the facilities were enlarged. Thus, 
the cost of reproducing the present ex- 
isting unit is contrary to the facts. 

Secondly, the cost of reproducing 
the property as a going unit is entire- 
ly theoretical, for many of the existing 
units of property are either no longer 
capable of duplication, or they are of 
a type which no present-day engineer 
would consider in installing a new 
plant. 


Thirdly, there must be some method 
whereby both the utility regulated and 
the regulatory Commission can, from 
time to time, determine the proper 
basis upon which rates should be cal- 
culated. One of the most serious 
criticisms of the reproduction cost 
theory is that the value of the utility 
goes up or down, dependent upon cur- 
rent prices, both of property and of la- 
bor. Because of this, a rate decision 
today may be of absolutely no value 
three months hence, and the large rate 
case expenditures of the litigation 
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eventually to be borne by either the 
consumers or the investor prove to 
have been made in vain. 

A further source of dissatisfaction, 
in the reproduction cost new less ac- 
crued depreciation formula, is the 
divergence of views upon the deter- 
mination of accrued depreciation. Ac- 
cused depreciation is sometimes cal- 
culated upon a straight-line method, 
sometimes upon a sinking-fund meth- 
od or sometimes upon a compound in- 
terest method. Each of these methods 
is based primarily upon a consideration 
of the age and life of the property, 
although the age of the property re- 
ceive no consideration in the sinking- 
fund method. 


The latter two methods are really 
the application of different interest 
factors to the straight-line principle. 
The courts, however, have stated that 
a theoretical determination of ac- 
crued depreciation must be weighed 
with the observed depreciation upon 
the property. The resulting com- 
bined formula for determining ac- 
crued depreciation is nothing more 
than a guess of a proper amount to be 
subtracted from reproduction cost 
new. 

There has been a recognized exist- 
ing tendency on the part of the utility 
to claim high annual depreciation al- 
lowances and at the same time attempt, 
through engineering testimony, to 
justify a small deduction for accrued 
depreciation. Thus, the utilities, 
claiming high annual allowances for 
depreciation as part of operating ex- 
penses, insist that the proper condition 
of the plant permits them to disregard 
prior charges against operating ex- 
penses and to subtract only the present 
observed depreciation. It is obvious 
24 P.U.R.(N.S.) 
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by this method that the utilities have 
been able both to “have their cake and 
eat it.” 

Reproduction cost new less accrued 
depreciation is at variance with the 
prime purpose of utility regulation, 
namely, to provide adequate service at 
just and reasonable rates, calculated 
to return to the investor a fair return 
upon the capital he has contributed to 
a public enterprise. The courts have 
indicated recognition of this fallacy 
of using reproduction cost new less 
depreciation and the trend of recent 
decisions has been to a more stabilized 
rate base more equitable to both rate- 
payers and investor alike. Certainly 


the investor wants to know exactly his 
investment, and the ratepayer desires 
to know upon what investment his 
rates are adjudged. The rate base, 
which the Commission adopts in this 
case, is consistent with the public du- 


ties which it has been directed to exer- 
cise in the public interest, and is exact- 
ly the same theory which has been 
approved by the Supreme Court of the 
United States in the case of California 
R. Commission v. Pacific Gas & E. Co. 
(1938) 302 U. S. 388, 82 L. ed. —, 
21 P.U.R.(N.S.) 480, 58 S. Ct. 334. 
See Commission decision (1933) 1 
PAULRIRN.S.) 1. 


It is the desire of the Commission 
that 2 fair return be allowed the in- 
vestor upon the dollars which have 
been furnished by him and used in the 
conduct of a utility business, and at 
the same time, that there be allowed as 
an operating expense item, an amount 
for annual depreciation, which when 
put to productive use, either in its 
own business—properly segregated 
and identified on the books—or in 
property or securities of another en- 
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terprise, will return the investment at 
the end of the life of the property, 
A rate base determined in this manner 
is manifestly equitable to the invest- 
ment or since it will guarantee to him 
a return on his investment and a re- 
turn of his investment, and thus will 
insure the integrity of the capital hon- 
estly and prudently invested. It is al- 
so equitable to the consumers because 
they will be assured of stable rate base, 
which is not predicated upon pet theo- 
ries, unlimited imagination, abrupt 
fluctuations of current prices and pass- 
ing conditions, thereby preventing un- 
warranted demands upon the consum- 
ers through the determination of rates 
based upon ephemeral values. Re 
Pacific Gas & E. Co, (Cal. 1933) 1 
P.ULR.GS.) 1. 


It is the opinion of the Commission 
that the original cost of existing prop- 
erty, prudently invested, used and use- 
ful in utility enterprise, without any 
deduction for accrued depreciation, 
represents the money which has been 
invested and should, therefore, con- 
stitute a proper rate base. The purpose 
of adopting original cost is to create 
a nonfluctuating rate base which will 
insure the investor a definite return, 
and at the same time, eliminate the pre- 
mium which has been placed upon the 
ability of the utility to create imagi- 
native values. In the instant case be- 
fore the Commission, the original cost 
rate base actually represents an amount 
of dollars prudently invested and it 
must, therefore, follow that such 
amount is not susceptible of deductions 
for depreciation accrued on the physi- 
cal property itself. By this we mean 
that the depreciation which may be ac- 
crued on such property as buildings, 
or the poles and wires of a distribu- 
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erty. 


The adoption of undepreciated or- 


iginal cost as the rate base, assures 
equity to both the investor and the 
ratepayer by allowing as an operating 
expense item an amount for annual 
depreciation, which when invested, 


either in its own business or in prop- 
erty or securities of another enter- 


prise, will return the investment at the 


end of the life of the property. Such 
amount can be determined by compu- 
tation of the annuity required during 
the whole life of the property and ac- 
cumulated at a rate which will truly 
represent the earning power of the de- 
preciation fund. 


The record shows that respondent, 
during its entire history, required only 
38 per cent of its accumulated book 
depreciation to meet current retire- 
ments and replacements and, there- 
fore, 62 per cent of the amount ac- 
tually accrued could have been, and 
actually was, invested in improvements 
and extensions of respondent’s prop- 
erty, on which it earned in excess of 
6 per cent. It follows, therefore, that 
respondent can invest 62 per cent of 
its depreciation funds in its own prop- 
erty on which it will receive a return 
of at least 6 per cent, and that only 38 
per cent of the fund need be kept in 
marketable assets available for ready 
liquidation in order to meet current 
requirements. On this basis, if the 
funds necessarily invested in market- 
able assets earned only 1 per cent, the 
overall earnings of the fund would be 
in excess of 4 per cent. Therefore, 


the Commission in this case finds that 
an allowance for annual depreciation 
based upon the annuity required by 
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tion system, cannot be said to lessen a 4 per cent sinking fund will ade- 
the dollars of investment in that prop- 


quately provide for return of the in- 
vestment at the end of its life. 

If subsequent study should indicate 
that it is impossible for the fund to 
earn an overall rate of 4 per cent, an 
adjustment should be made of the 
allowance for annual depreciation so 
that the total amount in the fund will 
be sufficient to provide for the return 
of the investment at the expiration of 
the life of the property. The reverse 
is also true. If the fund should earn 
in excess of 4 per cent, an adjustment 
to lessen the allowance for annual de- 
preciation should likewise be made. 

Therefore, the Commission finds the 
rate base which will allow a fair rate 
of return, is $152,601.57, determined 
in the following manner: 


Original cost of fixed capital in- 
stalled at May 31, 1937 ....... $197,516.70 


Construction work in progress at 
Mapas, 1988: oc cscct ceca 1,797.10 
RGN ooh vn ccs week Ma ceemes $199,313.80 
Less property not used or useful in 
the public service at May 31,1937 55,548.23 
SOU is iis odecextwekaeeeees $143,765.57 
Plus working capital : 
CAA svi ek oeeunt cncnemae 6,781.00 
Materials and supplies ........ 2,055.00 
Fete: BASES coin ha bi scaee as $152,601.57 


Operating Income 


The net income of respondent for 
the period of available records, April 
1, 1914, to May 31, 1937, as reflected 
on its books is shown hereunder. 
[Table omitted. ] 

The record contains no evidence of 
any change in conditions which would 
result in any change in future operat- 
ing revenues and expenses of respond- 
ent, and we may, therefore, anticipate 
similar operating results in the future 
by reliance upon the experience of the 
past. The Commission is of opinion 
that a detailed review of the record, 
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with respect to operating revenues and 
expenses for the period January 1, 
1936, to May 31, 1937, is of sufficient 
scope upon which rates for the future 
shall be predicated. This conclusion 
is based upon a study of the record 
relating to operating revenues and ex- 
penses of respondent for the years 
1929 to 1935, inclusive, which indi- 
cates that the major adjustments of 
operating expenses reviewed herein- 
after for the period January 1, 1936, 
to May 31, 1937, also obtained dur- 
ing the years 1929 to 1935, inclusive. 
Consequently, the determination of 
allowable operating expenses of re- 
spondent for this seventeen months’ 
period may be said to reflect normal 
operating conditions for the entire 
period. 

Respondent submitted of record de- 
tailed income statements for the year 
1936 and five months ended May 31, 
1937, as reflected on its books, of 
which the following is a summary : 


5 Mos. Ended 
1936 May 31, 1937 


-- $96,317.81 $43,337.90 


Condensed income 
Statement 

Operating revenues 

Operating expenses: 
Generating by gas 
power 

Electricity generated 
by others 

Distribution system op- 
erating expenses ... 
Utilization system op- 
erating expenses ... 
Commercial depart- 
ment operating ex- 
penses 

New business depart- 
ment operating ex- 
penses 

General administra- 
tive expenses 

Other general ex- 
penses 





$615.77 
16,013.53 
2,438.92 
285.85 


35,667.21 
6,796.17 
1,055.65 


6,687.96 2,802.25 


661.93 
1,064.82 

18,073.20 4,166.09 
$75,590.16 $28,049.16 


5,656.09 3,441.84 
674.76 2,049.52 








Total operating 
expenses 
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$81,921.01 $33,540.52 


Operating income 


--+» $14,396.80 


Nonoperating income: 
Nonoperating reve- 
nue 


Nonoperating in- 
$1,388.41 


Gross income $15,785.21 
Gross income deductions: 
Other rent deductions 1,205.00 
Interest accrued on 
unfunded debt .... 2,914.00 
Other deductions 
from income 


$9,783.16 
500.00 
875.78 
13.68 





Total gross income 


deductions $4,119.00 


$11,666.21 


$1,389.46 
$8,393.70 





Net income 


* Denotes red figures. 


Respondent claims the total operat- 
ing expenses, shown in the above in- 
come statement, as allowable operating 
expenses for rate-making purposes. 
However, complainants’ and the Com- 
mission’s witnesses question the pro- 
priety of the inclusion of a number of 
items in operating expenses. 

Before reviewing in detail the var- 
ious items of operating expense, it is 
deemed advisable to review the man- 
ner in which respondent’s accounts 
have been kept and also the matter of 
its affiliation with certain interests to 
whom payments for alleged services 
have been made. 

The accountant for the Commis- 
sion, in making an examination of the 
books and records of respondent at 
Brookville and Johnstown, found that 
all accounting work incident to keep- 
ing consumer and miscellaneous oper- 
ating records, was performed by the 
office force at Brookville and that the 
general books of account were kept 
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by the accounting department of 
Pennsylvania Electric Company at 
Johnstown. A number of items in- 
cluded in operating expenses on the 
books of respondent as recorded by 
the accounting department and man- 
agement of Pennsylvania Electric 
Company, were found to consist of 
(a) charges from affiliated interests 
and others included in certain accounts 
which are pooled on the books of 
Pennsylvania Electric Company and 
apportioned, in part, to respondent 
(Respondent’s Exhibit No. 22), and 
(b) charges from affiliated interests 
and others designated as direct ex- 
penses. The accountants for the Com- 
mission and the complainants ques- 
tioned the propriety of the inclusion 
of certain of these charges in operat- 
ing expenses. It therefore follows 
that before the Commission can ade- 
quately consider charges falling into 
either class, it must first determine 
whether certain persons and cor- 
porations are affiliates of respond- 
ent. 

Article I, § 2, of the Public Utility 
Law defines “affiliated interest’ and 
grants the utility the right to apply to 
the Commission for a determination 
as to whether or not any person or 
corporation is an affliated interest. It 
should be stated that respondent did 
not apply to or receive from this Com- 
mission any such determination with 
respect to any person or corpora- 
tion with which it had any transac- 
tions. 

The person and corporations which 
are shown of record as being admit- 
ted or nonadmitted affiliates, whose 
charges are reflected, either directly 
or indirectly, on the books of respond- 
ent, are as follows: 
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Admitted affiliates : 
1. The Utility Management Corporation 
2. E. M. Gilbert Engineering Corporation 
3. Utilities Purchasing and Supply Corpo- 
ration 
4. Employees Welfare Association 
5. Utility Clearing Corporation 
6. Utilities Employees Securities Company 


Nonadmitted affiliates : 

7. Utility Accountants and Tax Consultants 
(Utility and Financial Assistants, Inc.) 

8. Corporate Records and Secretarial As- 
sistants 

9. Utility and Financial Advertising Agency 
(Daniel Starch & Staff) 

10. E. J. Cheney 


[19] Respondent admits affilia- 
tion with respect to the first six com- 
panies but does not admit affiliation 
with respect to the last four persons 
or corporations. Testimony and data 
submitted by parties of interest bear 
out the fact that the first six compa- 
nies are affiliates of respondent, and 
the record is also replete with refer- 
ence to matters which deal with the 
question of affiliation of the last four 
persons or corporations with respond- 
ent. It might be stated at this point 
that no records were furnished to the 
Commission by respondent dealing 
with the corporate relationship exist- 
ing between these nonadmitted affili- 
ates and respondent, nor were the 
books and records of such companies 
made available for examination by 
representatives of this Commission. 
However, the record shows that the 
Federal Power Commission, by its or- 
der dated January 6, 1936, instituted 
an investigation into certain contracts 
and working arrangements between 
respondent and these same nonadmit- 
ted affiliates to determine, inter alia, 
the question of affiliation. The order 
of the Federal Power Commission 
states, in part: 


“That an investigation be and the 
same is hereby instituted to determine 
24 P.U.R.(N.S.) 
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all facts, conditions, practices, and 
matters regarding the ownership, op- 
eration, management, and control of 
said respondents (including Solar 
Electric Company) or either of them; 
all contracts and working arrange- 
ments between said respondents and 
any person who controls, directly or 
indirectly, said respondents or who is 
controlled by any such person and all 
expenditures and obligations incurred 
thereunder that in any way affect or 
relate to the business of said respond- 
ents or either of them. 

“That all books, accounts, memo- 
randa, records, and correspondence of 
the respondents and of any person 
who controls, directly or indirectly, 
said respondents and any other per- 
sons controlled by such person, or any 
of them, in so far as they relate to 
said transactions with or the business 


of said respondents, upon demand, 
shall be made available for examina- 
tion by this Commission’s respresen- 
tatives.” 


After the issuance of this order, ac- 
countants for the Federal Power Com- 
mission made an examination of cer- 
tain records of corporations and per- 
sons involved in the order, including 
Solar Electric Company, Utility Ac- 
countants and Tax Consultants, Cor- 
porate Records and Secretarial Assist- 
ants, Utility and Financial Advertis- 
ing Agency, Utility and Financial As- 
sistants, Daniel Starch & Staff, and 
E. J. Cheney. The accountants’ report 
upon such investigation was submit- 
ted to the Federal Power Commission 
under date of December 10, 1936, and 
a certified copy thereof subsequently 
was made available to the Pennsyl- 
vania Commission under the provi- 
sions of § 824h of the Federal Pow- 
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er Act, 16 USCA § 824h, subpar. 
graph “C.”” This report was submit 
ted in evidence, as Commission Fy. 
hibit No. 1, and the two accountants 
who prepared it were subjected to di. 
rect and cross-examination thereon, 
and if any statements contained there. 
in were not based upon fact, respond. 
ent had ample opportunity to develop 
any discrepancy. Moreover, it is ob- 
vious that respondent had access to 
the same information as that contained 
in the report because respondent, as 
well as the nonadmitted affiliates in 
question, are a part of the Associated 
System. It might also be stated that 
counsel for respondent, on June 30, 
1937 (page 21 of the testimony), re- 
quested that he be given further op- 
portunity to cross-examine the two 
accountants who prepared this report, 
which request was granted, but he did 
not avail himself of the opportunity 
to refute any allocations contained 
therein. At the time of submission of 
this report in evidence, counsel for 
respondent objected to its admission 
and subsequently, in a letter to the 
Commission, more fully set forth his 
reasons therefor. Although this is 
only a part of the correspondence in 
the case, some comments might be 
made upon respondent’s position. The 
report was identified for the record 
in the proceedings before the Federal 
Power Commission and testimony and 
explanation of its contents were made 
of record. Certainly this report was 
available to the Commission under 
§ 824h of the Federal Power Act, 
supra. Any conceivable impropriety 
of the use of the report has been elim- 
inated by virtue of the decision of the 
Supreme Court of the United States 
in the recent case of Federal Power 
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Commission v. Metropolitan Edison 


U.S. —, 82 L. ed. —, 


> 


Affiliation of respondent with H. C. 

Hopson and J. I. Mange. 

The record discloses that respond- 
ent is owned and controlled, through 
100 per cent stock ownership, by 
Central U. S. Utilities Company, 
which company is controlled by the 
Associated Electric Company, which 
in turn, is controlled by Associated 
Gas & Electric Corporation, a subsi- 
diary of Associated Gas & Electric 
Company. This latter company is 
controlled by the Associated Securities 
Corporation which, in turn, is con- 
trolled by Associated Gas and Electric 
Properties, a Massachusetts Trust 
owned jointly by H. C. Hopson and 
J. I. Mange. 


Affiliation of respondent with Utility 
Accountants and Tax Consultants. 


The record states that Utility Ac- 
countants and Tax Consultants is a 
New Jersey Trust, established under 
a Declaration of Trust, dated Janu- 
ary 2, 1932. As of December 31, 
1935, the trustees thereunder were 
(Mrs.) N. H. Jones and (Miss) H. 
M. Wetherill. Mrs. Jones is a sister 
of H. C. Hopson and Miss Wetherill 
is an officer of approximately one hun- 
dred companies in the Associated Gas 
& Electric System. The officers of 
this agency were: J. H. Shinn, Presi- 
dent; (Mrs.) N. H. Jones, Vice 
President; Daniel Starch, Vice Presi- 
dent, and J. H. Shinn, Treasurer; 
(Miss) H. M. Wetherill, Secretary; 
(Miss) A. E. Koch, Assistant Treas- 
urer, 

This organization has no personnel 


367 


other than its trustees and officers, 
who received their salaries from other 
organizations as will be shown here- 
inafter. The services for which this 
organization rendered bills to respond- 
ent were performed by persons em- 
ployed by other organizations in the 
Associated System, which organiza- 
tions were located, for the most part, 
in the same suite of offices at 61 
Broadway, New York city. Utility 
Accountants and Tax Consultants is, 
therefore, only a billing medium 
through which bills are rendered for 
services and expenses of various indi- 
viduals who receive their salaries from 
other organizations which function 
under common control. The latest 
data of record show that the officers, 
trustees and directors of these other 
organizations were, with very few 
exceptions, the same individuals as 
those holding office in the Utility Ac- 
countants and Tax Consultants. The 
daily and monthly time record of near- 
ly 200 individuals forming the per- 
sonnel of these servicing organiza- 
tions were examined by the account- 
ants for the Federal Power Commis- 
sion, and in no case was it found that 
any service was rendered on behalf of, 
or charged to, any companies or or- 
ganizations which were not subsidiar- 
ies or affiliates of the Associated Gas 
& Electric Company. The record also 
discloses that the bills rendered by 
this organization to respondent are 
so general in character that it is im- 
possible to associate dollars and cents 
with each type of alleged service for 
which a charge is made; also that such 
bills are paid by respondent without 
knowledge or inquiry as to the actual 
service rendered or the necessity there- 
for. 
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Affiliation of respondent with Utility 
and Financial Accountants, Inc. 
This organization was incorporated 

under the laws of the state of Dela- 

ware on December 31, 1931. Its di- 

rectors on December 31, 1935, were 

(Mrs.) N. H. Jones, J. H. Shinn, and 

Daniel Starch. Its officers as of the 

same date were: J. H. Shinn, Vice 

President; R. H. Thompson, Vice 

President; (Miss) H. M. Wetherill, 

Secretary; J. H. Shinn, Assistant 

Treasurer; (Miss) A. E. Koch, As- 

sistant Secretary and Assistant Treas- 

urer. 

As stated betore, Mrs. N. H. Jones 
is a sister to H. C. Hopson. Daniel 
Starch is a brother-in-law to H. C. 
Hopson as well as a director of Asso- 
ciated Gas & Electric Corporation, As- 
sociated Electric Company, Metro- 
politan Edison Company, and director 
and trustee of Utilities Employees Se- 
curities Company, all of which com- 
panies are admitted affiliates of re- 
spondent. He is also vice president of 
Utility Accountants and Tax Consult- 
ants, a trustee of Corporate Records 
and Secretarial Assistants, and a part- 
ner in Utility and Financial Advertis- 
ing Agency. J. H. Shinn is president 
and treasurer of Utility Accountants 
and Tax Consultants ; a trustee, presi- 
dent and treasurer of Corporate Rec- 
ords and Secretarial Assistants; a 
partner of Day & Company which is 
a nominee partnership for registration 
of securities of companies in the As- 
sociated System; a trustee and treas- 
urer of Transfer & Coupon Paying 
Agency ; and treasurer and vice presi- 
dent of Financial and Securities As- 
sistants. R. N. Thompson is a vice 
president of Transfer and Coupon 
Paying Agency and of Utilities Em- 
24 P.U.R.(N.S.) 


ployees Securities Company. H. M 
Wetherill is a trustee and secretary of 
Utility Accountants and Tax Con. 
sultants; a trustee and secretary of 
Corporate Records and Secretarial 
Assistants ; a secretary and trustee of 
Financial and Securities Assistants 
and of Transfer and Coupon Paying 
Agency ; and an assistant secretary of 
Utilities Employees Securities Com- 
pany. A. E. Koch is an employee of 
Utility and Financial Accountants, 
Inc., and holds numerous executive 
positions in holding and _ servicing 
companies in the Associated System, 
and is also the assistant treasurer of 
respondent company. 

In considering the activities of this 
organization, it should be noted that 
it has about 150 salaried employees, 
who are constantly engaged in work 
related to the affairs of various oper- 
ating and holding companies in the 
Associated System. 


The alleged services rendered to re- 
spondent, by Utility and Financial 
Accountants, Inc., were billed on bill 
heads of the Utility Accountants and 
Tax Consultants, as follows: (a) 
Respondent was billed directly for cer- 
tain alleged services rendered to it, for 
which its checks were issued to the 
order of the Utility Accountants and 
Tax Consultants, but the checks were 
actually deposited to the credit of 
Utility and Financial Accountants, 
Inc., and (b) respondent was billed 
indirectly for alleged work performed 
on behalf of various holding and oth- 
er companies in the Associated Sys- 
tem, by the rendition of bills for such 
services to Utility Clearing Corpora- 
tion, an admitted affiliate of respond- 
ent, which bills were consolidated with 
the bills from various other sources 
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and paid in the aggregate by the Util- 
ity Clearing Corporation. Then the 
total amount thus paid was appor- 
tioned to the Utility Management Cor- 
poration and operating companies in 
the Associated System, including 
Pennsylvania Electric Company, 
which company in turn allocated a por- 

tion of such expenses to respondent. 
It should also be noted that the em- 
ployees of this service organization 
are included in the insurance plan of 
Associated Gas & Electric Company, 
under which plan group and ordinary 
life insurance is provided on the lives 
The contract states 


Gas & Electric Company and/or 
its affliated or subsidiary com- 


panies’ can be insured thereunder. 
Thus the Associated Gas & Electric 
Company in the execution of this con- 


tract and by its own actions thereun- 
der, has regarded Utility Account- 
ants and Tax Consultants and Utility 
and Financial Accountants, Inc., to be 
affliated with itself and consequently 
with the respondent. 


Affiliation of respondent with Corpo- 
rate Records and Secretarial As- 
sistants, 

This organization is a New Jersey 
Trust organized under a Declaration 
of Trust dated October 1, 1935. As 
of December 31, 1935, the following 
individuals constituted the officers and 
directors thereof: Officers: J. H. 
Shinn, President and Treasurer; H. 
B. Eells, Vice President and Assist- 
ant Treasurer; (Miss) H. M. Weth- 
erill, Secretary; (Miss) A. E. Koch, 
Assistant Treasurer and Assistant 
Secretary. Directors: 


’ 
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All of the trustees and officers of 
this trust, with the exception of Mr. 
H. B. Eells, were, on December 31, 
1935, either officers, directors, trust- 
ees, or employees of various compa- 
nies in the Associated Gas and Elec- 
tric System and in the so-called pri- 
vate Hopson companies, Utility Ac- 
countants and Tax Consultants, and 
Utility and Financial Accountants, 
Inc., heretofore reviewed. The offi- 
cers and employees of this trust are 
also included in the insurance plan of 
Associated Gas & Electric Com- 
pany. It should also be pointed out 
that the officers and employees of Cor- 
porate Records and Secretarial As- 
sistants participate in the security 
purchasing and investing plan inaugu- 
rated by the Associated Gas and Elec- 
tric System through Utilities Em- 
ployees Securities Company, an admit- 
ted affiliate, for the alleged benefit of 
the employees of the whole Associated 
System. 


Affiliation of respondents with Utility 
and Financial Advertising Agency. 
This agency is a registered trade 

name under which Daniel Starch and 

Staff carry on an advertising business. 

Daniel Starch and Staff is a limited 

partnership doing business under the 

laws of the state of New York con- 
sisting of the following partners: 

Daniel Starch, unlimited partner, and 

Mrs. Daniel Starch, limited partner. 

Mrs. Daniel Starch, wife of Daniel 

Starch, is a sister of H. C. Hopson. 

Mr. Starch is also a trustee of Corpo- 

rate Records and Secretarial Assist- 

ants, vice president of Utility Ac- 

countants and Tax Consultants, and a 

director of Utility and Financial Ac- 

countants, Inc. It should also be 
stated that the employees of Mr. and 
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Mrs. Starch are insured under the 


Associated Gas & Electric Company 
insurance plan. 


Affiliation of respondent with E. J. 

Cheney. 

The last nonadmitted affiliate or 
associate is E. J. Cheney. This is a 
tradename under which Edward J. 
Cheney and H. C. Hopson, as part- 
ners, do business. The record indi- 
cates that in the conduct of this busi- 
ness the fees collected for the services 
alleged to have been rendered, were 
deposited in a bank account from 
which funds could only be withdrawn 
by H.C. Hopson or individuals 
clothed with power of attorney on be- 
half of H. C. Hopson. The employees 
of E. J. Cheney also participate in the 
life insurance plan of the Associated 
Gas & Electric Company. Further- 
more, salary checks drawn on the pay- 
roll account of E. J. Cheney show, in 
certain instances, that such checks were 
signed by Miss A. E. Koch, whose 
connection with companies or organi- 
zations in the Associated System has 
been heretofore reviewed. 

Other matters of record which have 
a bearing upon affiliation of these so- 
called nonadmitted affiliates, with re- 
spondent, are recited hereunder. 

As pointed out heretofore, Day & 
Company is a nominee partnership for 
registration of securities of companies 
in the Associated System. An ex- 
amination, by the accountants for 
the Federal Power Commission, of 
the minute books of various com- 
panies in the Associated System, dis- 
closed that the voting stock of such 
companies is invariably voted by proxy 
executed by Day & Company. The 
individuals to whom the proxies were 
assigned or issued were invariably em- 
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ployees of Utility and Financial 4, 
countants, Inc., Corporate Recor; 
and Secretarial Assistants, and H.¢ 
Hopson & Company. An example 
the intimate relationship which exis, 
between respondent and its affiliate 
and so-called nonadmitted affiliates i 
clearly shown by the minutes of ; 
meeting of the stockholders of Thy 
Associated Corporation, an admitte 
affliate, under date of January 15 
1934. These minutes show that Da 
& Company, holder of record of th 
voting stock of The Associated Cor 
poration, issued to J. F. McKenna, ; 
proxy with full authority to vot 
which was exercised by him at the 
stockholders’ meeting in electing the 
directors of that company for the en 
suing year. J. F. McKenna was, af 
that time, a director of respondent, a 
employee of Utility and Financial Ac 
countants, Inc., and also held numer- 
ous official positions with many oper- 
ating and other companies in the Asso- 
ciated System. (Commission Exhibit 
No. 1.) 


It appears from the record that the 
accounting work, relating to all com- 
panies in the Associated System in- 
cluding admitted as well as nonadmit: 
ted affiliates, is performed under the 
direction of H. A. Stix at 61 Broad- 
way, New York city, and that the same 
code of accounts has been applied to 
all companies or organizations under 
his jurisdiction. Mr. Stix claims to 
be an employee of Utility Accountants 
and Tax Consultants, but is paid by 
Utility and Financial Accountants, 
Inc. 


The record discloses that the Utility 
Management Corporation, an admitted 
affiliate, and operating manager 0 
respondent, dictates the engagement 
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nf these organizations and approves 
he bills rendered and the local man- 
peement either cannot or does not ex- 
cise its independent judgment with 
egard to the necessity for, or proprie- 
y of, the alleged services rendered by 
hem. 


Upon a careful review of the record, 
f which the foregoing is only a brief 
ummation, the Commission finds 
hat Utility Accountants and Tax 
Consultants, Utility and Financial As- 
istants, Inc., Corporate Records and 
Secretarial Assistants, Utility and 
Financial Advertising Agency, Daniel 
Starch and Staff, and E. J. Cheney 
are affliated interests within the mean- 
ing of Art. I, § 2, of the Public Utility 
Law. This conclusion is based upon 
the following facts: That respond- 


ent is directly controlled by Central U. 
S. Utilities Corporation which corpo- 


ration is indirectly controlled by As- 
sociated Gas & Electric Properties, a 
Massachusetts Trust, which is owned 
jointly by H. C. Hopson and J. I. 
Mange; that the interests, which con- 
trol respondent, either directly or in- 
directly, also control Utility Account- 
ants and Tax Consultants, Utility and 
Financial Advertising Agency, Daniel 
Starch and Staff, and E. J. Cheney; 
that such interests either singly or in 
conjunction with one or more other 
persons or corporations, are exercis- 
ing full and unhindered influence and 
control over the policies, acts, and ac- 
tions of respondent; that such inter- 
ests stand in such relationship to re- 
spondent that there is an absence of 
free and equal bargaining power be- 
tween respondent and the persons and 
corporations herein held to be affili- 
ates; that affiliation exists because of 
interlocking directors, officers, and 


371 


employees and by their acts and ac- 
tions ; that these persons and corpora- 
tions are under the dominant control 
and management of the same persons 
and corporations who control respond- 
ent; and that the Associated Gas & 
Electric Company itself deems all such 
corporations and persons as affiliates 
because of the execution and operation 
of the life insurance contracts hereto- 
fore reviewed. 

For the sake of convenience and dis- 
cussion, we set forth, hereunder, the 
operating expenses of respondent, ex- 
clusive of provision for depreciation 
and taxes for the year 1936 and five 
months ended May 31, 1937, to show, 
inter alia, (a) indirect expenses (ap- 
portionments from Pennsylvania 
Electric Company) and (b) direct ex- 
pense of respondent: [Table omitted. ] 

Items which are in substantial dis- 
pute are reviewed hereunder and spe- 
cific findings are made with respect to 
each of them. 


Item 1—Generation by Gas Power 

[20, 21] The record shows that re- 
spondent included in “generation by 
gas power” for the year 1936 and five 
months ended May 31, 1937, the 
amounts of $4,118.57 and $615.77, 
respectively. (Respondent’s Exhibit 
No. 17.) Elsewhere in this report the 
Commission found that respondent’s 
power generating equipment was not 
used or useful in the public service 
notwithstanding respondent’s claim 
for its inclusions as a standby plant. 
It therefore follows that no expense 
incurred in connection with the op- 
erating and maintenance of the gas 
generating property should be con- 
sidered in the determination of allow- 
able operating expenses. Reference to 
Commission Exhibit No. 2 indicates 
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that the cost of operating and main- 
taining its generating property dur- 
ing 1936 was $4,118.57 and that it 
generated 4,788 kilowatt hours at a 
cost of 86 cents per kilowatt hour. 
During 1936 respondent purchased 
practically all of its electric energy re- 
quirements from Pennsylvania Elec- 
tric Company at .01794 cents per kilo- 
watt hour. The Commission will dis- 
allow “Generation by gas power ex- 
pense” in the amount of $4,118.57 and 
$615.77 for the year 1936 and five 
months ended May 31, 1937, respec- 
tively, but in lieu thereof will allow 
1.794 cents per kilowatt hour for the 
quantity of power so generated, or 
$85.90 for the year 1936 and $35.79 
for the five months ended May 31, 
1937. 


Items 7 to 48 Inclusive—General Ad- 
ministrative Expenses. 

{22] Since many of the accounts 
under this caption involve charges 
from affiliated interests it is deemed 
advisable to first point out the fol- 
lowing pertinent provisions of Art. 
VII of the Public Utility Law (66 PS 
§ 1271): 

“Section 701. Contracts for Serv- 
ices.—(a) Within thirty days after 
the effective date of this act, every pub- 
lic utility having in force any con- 
tract with an affiliated interest for the 
furnishing to such public utility of 
any management, supervisory, pur- 
chasing, construction, engineering, fi- 
nancing, or other services, shall file a 
copy of such contract, or if oral, a com- 
plete statement of the terms and con- 
ditions thereof, with the Commission. 


“(c) The Commission shall have 
authority at any time to investigate ev- 
ery such contract filed in accordance 
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with this section, and, if after reason 
able notice and hearing, it shall dete, 
mine that the amounts paid or payablg 
thereunder are in excess of the re 
sonable cost of furnishing the service; 
provided for in the contract, or tha 
such services are not reasonably nee 
essary and proper, it shall order sy 
amounts, in so far as found excessive 
to be stricken from the books of ar 
count of the public utility as charges 
to fixed capital, or operating expenses 
as the case may be, and shall not con 
sider such amounts in any proceeding 
In any proceeding involving suc 
amounts, the burden of proof to shov 
that such amounts are not in excess 0 
the reasonable cost of furnishing such 
services, and that such services ard 
reasonable and proper, shall be on the 
public utility.” 

In view of the foregoing provisions 
of the law and in order to determine 
the reasonable operating expenses al- 
lowable in this proceeding, the Con- 
mission, by its orders dated June $ 
and June 15, 1937, and on July 1, 1937 
(testimony page 180), required re- 
spondent to submit certain information 
which it deemed pertinent to a consid- 
eration of certain of the items em- 
braced under this caption. 

These three orders required te- 
spondent to submit certain specific in- 
formation with regard to the follow- 
ing named persons and corporations, 
involving direct and indirect charges 
reflected on the books of respondent 


ended May 31, 1937: 

Electric Company; The Utility Mar- 
agement Corporation; E. M. Gilbert 
Engineering Corporation; Utilities 
Purchasing and Supply Corporation; 
Utility Clearing Corporation; Utility 
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Accountants & Tax Consultants; E. J. 
Cheney; Corporate Records and Sec- 
retarial Assistants ; Utility and Finan- 
cal Accountants; Utility and Finan- 
cial Advertising Agency; Employees 
Welfare Association; Utilities Em- 
ployees Securities Company; Daniel 
Starch & Staff. 

The detailed information which was 
sought by the Commission is contained 
in the record, and may be summarized 
as follows: (a) copies of bills, (b) 
cost to billing company for alleged 
services and necessity therefor, (c) 
amounts charged to each account on 
books of respondent together with 
complete underlying details, (d) proof 
that any specific service was rendered, 
and (e) analysis of pool accounts of 
Pennsylvania Electric Company and 


Acct. 


No. Accounts to which Pool Expenses Were Charged 


512 General Officers’ Salaries 

513 General Office Clerks’- Salaries 

514 General Office Stationery and Printing 
515 Other General Office Supplies 

516 General Officers’ Expenses 

517 General Office Clerks’ Expenses 

518 General Law Expenses 

520 Other General Office Expenses 

536 Public Service Commission Expenses 
537 Injuries and Damages 

541 Other General Expenses 


Totals 
*Shown on Exhibit No. 18 as $180.52. 


Acct. 


No. Accounts to which Pool Expenses Were Charged Penna. Electric Co. 
79 Salaries of General Officers and Executives 


791 Other General Office Salaries 
792.1 Expenses of General Officers 


793 General Office Supplies and Expenses ... 
794 Management and Supervision Fees and Expenses 


79 Special Services 

Legal Services 
800.1 Employees’ Welfare Expense 
801 Miscellaneous General Expenses 


Totals 


* Denotes red figures. 


amounts allocated therefrom to re- 
spondent together with the same infor- 
mation required under (a) to (d) in- 
clusive. Comments with regard to 
the extent to which respondent com- 
plied with these requests of the Com- 
mission will be made as each item of 
general administrative expense is re- 
viewed hereinafter. 


Items 7 to 26 inclusive—A pportion- 
ments from Pennsylvania Electric 
Company. 

The following tabulation shows the 
accounts to which the pool expenses 
were charged on the books of Penn- 
sylvania Electric Company and the 
ultimate accounting distribution there- 
of on the books of respondent (Re- 
spondent Exhibit No. 22): 


Total Pool Account 
On Books of 
Penna. Electric 
Co. During the 
Fiscal Year Ending 
Nov. 30, 1936 
$53,703.84 

107,394.29 541.97 
10,403.11 52.01 
1,031.69 5.15 
2,400.16 12.00 

437.50 2.19 
98,811.39 494.05* 
13,480.60 67.42 
105.39 53 
71,066.83 355.33 
180,997.90 904.80 


$539,832.70 $2,703.98 


Amount 
Apportioned to 
Solar Electric 
Co. During 
the Calendar 
Year 1936 


$268.53 


Difference not reconciled of record. 


Five Months Ended May 31, 1937 

Total Pool Amount 
Accounts on Books of Apportioned to 
Solar Elec. Co. 

$167.57 

371.41 

94 


91.87 
74.98 
268.19 


$20,687.48 
45,853.88 
116.39 
11,341.86 
9,257.30 
33,109.11 

17,017.09 137.84 

26,392.31 213.77 
2.76* .02* 


$163,772.66 $1,326.55 
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Respondent did not fully comply 
with the Commission’s order of 
June 8, 1937, wherein it was required 
to furnish for the record, a copy of 
each item billed and included in the 
pool account, together with the cost 
of such service to the billing company 
and the necessity therefor. However, 
respondent did submit photostatic cop- 
ies of certain ledger sheets of the 
Pennsylvania Electric Company and 
also copies of the bills received by that 
company from the Utility Clearing 
Corporation. But the Commission is 
unable from an examination and analy- 
sis of the data submitted, to deter- 
mine definitely the details of the char- 
ges ultimately recorded on respond- 
ent’s books by way of apportionment ; 
first, because the charges were not 
shown in sufficient particularity, and 
secondly, because the said ledger 


sheets covered the calendar year 1936 
while the apportionment contained in 
the foregoing tabulation was based 
upon data for the year ended Novem- 


ber 30, 1936. The Commission is 
therefore obliged to use the informa- 
tion shown in these ledger sheets for 
the year ended December 31, 1936, as 
being representative of the character 
and amount of the charges applicable 
to the fiscal year ended November 30, 
1936. 

From an analysis of the data thus 
made available by respondent, the 
charges to the pool account of Penn- 
sylvania Electric Company were com- 
prised of (a) charges arising from 
Utility Clearing Corporation, (b) 
contributions to Utilities Employees 
Securities Company, and (c) charges 
from other sources including Pennsyl- 
vania Electric Company itself. Each 
24 P.U.R.(N.S.) 


of these groups of charges yi! 
be discussed in the ensuing para. 
graphs. 


Charges from Utility Clearing Corpo. 
ration. 

Utility Clearing Corporation, an ad. 
mitted affiliate, was incorporated un. 
der the laws of the state of Delaware 
on June 25, 1931. The charter of 
the company is very general and per- 
mits activities in a very broad field 
What the corporation actually did 
since its inception was to act in the 
capacity of a clearing house for the 
acceptance, payment, and apportion- 
ment of bills rendered to holding and 
intermediate holding companies in the 
Associated System by affiliated compa- 
nies and others. Bills thus rendered 
were charged to pool accounts on the 
books of the Clearing Corporation, 
and upon apportionment, the pool ac- 
counts were credited and concurrent 
charges made to the Utility Manage- 
ment Corporation and various operat- 
ing companies in the Associated Sys- 
tem, including Pennsylvania Electric 
Company and respondent. In other 
words, the holding and intermediate 
holding companies in the Associated 
System enjoyed the benefits of serv- 
ices rendered for them but the cost 
thereof was passed on, in part, to 
Pennsylvania Electric Company and’ 
respondent through the medium of 
Utility Clearing Corporation. 


The total amounts thus apportioned 
or charged to Pennsylvania Electric 
Company during the calendar year 
1936, and five months ended May 31, 
1937, amounted in the aggregate to 
$300,169.37 and $60,671.92, respec- 
tively. Pennsylvania Electric Com- 
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pany allocated these total pool expen- 
ses to itself and other Associated Sys- 
ten Companies operating in the west- 
ern part of Pennsylvania and common- 
ly called the ‘Western Pennsylvania 
Group,” based upon the relationship of 
the gross operating revenue of each 
company in the group to the total gross 
operating revenue of the companies in 
the “Western Pennsylvania Group.” 
The per cent thus found and applied 
to the total pool expense in arriving at 
the amount to be allocated to respond- 
ent was 0.50 per cent in 1936 and 0.81 
per cent during the five months ended 
May 31, 1937. The amount actually 
allocated to respondent being deter- 
mined in this manner, it follows that 
aconsideration of the propriety of all 
or any portion of charges arising from 
such billings by Utility Clearing Cor- 
poration likewise involves a consider- 
ation of the propriety of the charges 
to the pool account itself. 


An examination of the bills from 
Utility Clearing Corporation which 
were absorbed in part by respondent 
through allocations by Pennsylvania 
Electric Company, discloses that the 
items included therein were for the 
following purposes : 


Expenses incurred on behalf of Pennsylvania 
Electric Company covering services and ex- 
penses in connection with Pennsylvania Pub- 
lic Service Commission investigation; serv- 
ices of statistical department preparing and 
checking consolidated system budget. 

New business summary of results of Erie 
Lighting Company and Pennsylvania Elec- 
tric Company and operating ratio reports 
of those two companies. 

Services of employees preparing summary of 
cash forecasts. 

Checking authorized bank signatures. 

Cost of maintaining Associated Gas & Electric 
Company credit union. 

Maintaining addressograph stencil file of em- 
Ployees and security holders of Clarion 
River Power Company, Erie Lighting Com- 
pany, Penn Public Service Corporation, and 
Pennsylvania Electric Company. 
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Preparing, auditing, and filing Federal With- 
holding Tax returns on Penn Public Service 
Corporation bonds. 

Telegraph and telephone charges for Penn- 
sylvania Electric Company. 

Stationery and supplies for Pennsylvania 
Electric Company. 

Federal Income Tax withheld at source on 
Penn Public Service Corporation bonds. 
Rental of safe deposit vault at New York 
used by Associated System Companies. 

New business statistics. 

Sales agreement analyses. 

Employees business building plan. 

Study of social security legislation. 

Tax course and guide. 

Services of E. J. Kelly incident to Pennsyl- 
vania Assembly House Bill No. 2407. 

Services and expenses relative to Fedcral 
Public Utility Act. 

Rules and regulations of Federal Power Com- 
mission. 

Examination of letter to various officers and 
directors who occupy positions in more than 
one company. 

Study of Wheeler-Rayburn bill, study of rules 
and regulations of Securities and Exchange 
Commission. 

Consideration of the weight and effect of the 
decision on Public Utility Holding Com- 
pany Act by Judge Coleman of Baltimore. 

Numerous conferences relative to questions 
and problems arising out of such act and 
which would arise in the event of registra- 
tion or nonregistration thereunder, etc. 

Expenses in re: Pain v. Associated Gas & 
Electric Company. 

Expenses in connection with jeopardy tax 
assessment against Associated Gas & Elec- 
tric Co. et al., by Federal government. 

Cost of providing the executives and financial 
consultants of the companies in the Asso- 
ciated System with a weekly statement of 
each company’s capitalization, which state- 
ment sets forth the name of each security, 
the maturity date, the date interest and 
dividends are payable, amount authorized, 
issued, reacquired, canceled, outstanding, 
call provision, par or liquidation value, reg- 
istrar, transfer agent, trustee, etc. 

Services and expenses in connection with pre- 
paring accounting information for subsidia- 
ries of Associated Gas & Electric Company. 

Making study of simplification of corporate 
structure of Associated System. 

Rearrangement of corporate set-up of servic- 
ing companies. 

Preparing sinking-fund schedules. 

Legal services and advices in consideration 
of attempts to restrict dividends paid by 
utilities and investigation of law cases in 
various jurisdictions on this question. 

Liability certificates for accountants. 

Study of proposed amendments to Corporate 
Reorganization Bill. 
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Consideration of formation of investment com- 
panies to hold investments of subsidiaries 
for sale. 

Expenses of various suits against Associated 
Gas & Electric Company. 

Survey of bond coupon holders. 

Preparing earnings statement chart. 

Services and expenses incident to investigation 
by this Commission of such charges as here- 
in illustrated. 

Institutional advertising and news releases. 

Tax matters. 

Expenses incurred in furnishing data to U. S. 
Senate Committee conducting investigation 
of lobbying activities in connection with 
Public Utility Act of 1935. 

Cost of publishing annual reports of Asso- 
ciated Gas & Electric Company and sub- 
sidiaries. 

Survey of Associated System public relations. 

Services and expenses of Utility Clearing 
Corporation. 

Expenses of employees of Associated System 
not including respondent. 

Accounting services for Associated System. 

Legal services incident to Wagner-Connery 
Act. 

Rent of rooms in New York city available 
for meetings of security holders and others. 

Salaries of employees in Associated System 
not including respondent. 

Rental of tabulating equipment. 

Services and expenses in connection with the 
current operations of Associated Gas & 
Electric Company and Associated Gas & 
Electric Corporation and subsidiaries in- 
cluding services maintaining the general 
books and records, etc. 

Unspecified services by Moses and Singer. 

Cadet training courses. 

Home study courses to system employees. 

Consumer consumption data expense. 

Administrative services of management rep- 
resentatives of the Associated System. 

Services of Messrs. Wasser and Rowe, vice 
president and controller of Associated Sys- 
tem respectively. 

Services and expenses of Messrs. Magee and 
Mange for management services. 

Interest notices on Pennsylvania Electric Com- 
pany and Penn Public Service Corporation 
bonds. 

Associated Magazine expense 

Services and expenses of Utility Accountants 
and Tax Consultants, Financial and Securi- 
ties Assistants, Corporate Records and 
Secretarial Assistants, Transfer and Coupon 
Paying Agency. 

Expenses of representative of Associated Gas 
and Electric System attending various con- 
ferences and conventions. 

Expense incident to merger of Pennsylvania 
Electric Company and Pennsylvania Edison 
Company. 

Salary and expense of W. F. Langgans in- 
cluding contributions on subscriptions to 
Utilities Employees Securities Company In- 
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come Notes and company contributions » 

group and straight life insurance. 

Legal services on_the affairs of Associate 

Gas & Electric Company and subsidiaries, 
And refunds to bondholders. 

During 1937, another type of 
monthly bill was rendered to Pennsyl. 
vania Electric Company by Utility 
Clearing Corporation and prorated to 
respondent, of which the following 
bill for March, 1937, is an example: 

“Your proportion of accrual in the 
amount of $13,125 for March, 1937, 
portion of services and expenses in- 
curred in the maintenance of capital 
not invested by the public, permanent. 
ly invested in your company, bills 
which are received semiannually— 


$1,057.88.” 


From a careful review of all data 
submitted of record with respect to 
charges from Utility Clearing Corpo- 
ration, the Commission makes the fol- 
lowing observations: (a) that re- 
spondent refused, failed or neglected 
to comply with the orders of the Com- 
mission to furnish the cost to the origi- 
nal billing companies for alleged serv- 
ices or materials furnished and the 
necessity thereof, (b) that the bills 
themselves appear to indicate that the 
items contained therein were not in- 
curred for the benefit of respondent 
but rather for holding and intermedi- 
ate holding companies in the Asso- 
ciated System, (c) that respondent did ‘ 
not authorize services and expenses 
enumerated in the bills, nor did it ap- 
prove the bills for payment, (d) that 
respondent failed to meet the burden 
of supporting such charges as proper 
items of expense, and (e) that bills 
were rendered in the abstract and gen- 
eralize to such an extent in describing 
the charges that it is impossible to as- 
sociate dollars and cents with the al- 
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leged services for which a charge is 
made. For these reasons the Com- 
mission will disallow all charges aris- 
ing from billings by Utility Clearing 
Corporation as reflected in the pool 
account of Pennsylvania Electric Com- 
pany and prorated, in part, to re- 
spondent. The amount of the adjust- 
ment is determined in the following 
manner and is shown in the last col- 
umn of the following tabulation : 


Account Charged 


36 
514 General Office Stationery and Printing 


518 General Law Expenses 
537 Injuries and Damages 
541 Other General Expenses 


5 Mos. Ended 
May 31, 1937 


893. General Office Supplies and Expenses 
794 Management and Supervision Fees and Expenses .. 


795 Special Services 

796 Legal Services 

800 Employees Welfare Expenses 
801 Miscellaneous General Expenses 


Contributions to Utilities Employees 
Securities Company 

[28] Attention is directed to re- 
spondent’s Exhibit No. 22, Account 
No. 537-1 “Injuries and Damages.” 
The items charged to this account on 
the books of Pennsylvania Electric 
Company and apportioned, in part, to 
respondent do not in any sense repre- 
sent injuries and damages. The rec- 
ord shows that out of a total of $71,- 
066.83 charged to Injuries and Dam- 
ages on the books of Pennsylvania 
Electric Company, $61,926.85 repre- 
sented contributions made by Penn- 
sylvania Electric Company to Utilities 
Employees Securities Company dur- 
ing the year 1936; and also that con- 
tributions were made to the same com- 
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pany in the amount of $26,346.43 dur- 
ing the 5-month period ended May 31, 
1937, and charged to account “800 
Employees Welfare Expense.” 
Utilities Employees Securities Com- 
pany, an admitted affiliate, was incor- 
porated under the laws of the state of 
Delaware on October 8, 1931. This 
corporation bought securities of com- 
panies in the Associated System, placed 
them in its portfolio, and issued its 
Billings Charged 


From Utility _ to Respondent 
Clearing Corporation % Amount 


0.50 $21.23 
0.50 468.91 
0.50 38.01 
0.50 974.95 


$1,503.10 


$4,245.87 
93,781.69 
7,602.27 
194,989.54 


$300,619.37 


$1,054.89 
9,257.30 


$8.54 
74.98 
268.18 
137.84 
92 

.96 


$60,671.92 $491.42 


own income notes or bonds to em- 
ployees in the Associated System in 
exchange for contributions made by 
employees in the Associated System, 
equal, in most cases, to 10 per cent of 
their salaries or wages. The bonds 
and notes thus acquired by the em- 
ployees bore interest at the rate of 6 
per cent per annum. Each employer 
company is also required to pay 33-1/3 
cents for each dollar contributed by 
its employees to provide for the pay- 
ment of an additional 2 per cent in- 
terest over and above the regular cum- 
ulative rate of 6 per cent. For this 
purpose, the Pennsylvania Electric 
Company paid to Utilities Employees 
Securities Company $61,926.85 dur- 
ing 1936 and $26,346.43 during the 
24 P.U.R.(N.S.) 
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five months ended May 31, 1937, 
both of which sums were prorated in 
part to respondent. The circumstan- 
ces surrounding the transactions with 
this company and the effect thereof 
were reviewed at length in Commis- 
sion Exhibit I, pages 57 to 72, inclu- 
sive. 

The Utilities Employees Securities 
Company started business on October 
8, 1931, with a total paid-in capital 
stock of $100,000, which stock was 
owned by Associated Gas & Electric 


Acct. 
No. 
1936 
537 Injuries and Damages 

5 Mos. Ended 

May 31, 1937 
800 Employees Welfare Expense 


Account Charged 


Company or its nominee, and without 
any further investment by the stock- 
holders, this company built up the stat- 


ed value of its capital stock and surplus 
to $2,827,783.42 at December 31, 
1935, or an increase of $2,727,783.42. 
From January 1, 1932, to December 
31, 1935, securities company trans- 
ferred from surplus to “Stated Value 
of Common Stock” a total of $1,- 
223,100. There has also been an in- 
crease in the amount of “Reserve for 
Guaranty Fund” and ‘“Unappropriat- 
ed Surplus” of $1,241,434.35 in the 
three years ended December 31, 1935. 
Contributions by all affiliated employ- 
er companies during the four years 
ended December 31, 1935, aggregated 
$1,951,329.41. It appears from the 
record (Commission Exhibit I) that 
at no time did Utilities Employees Se- 
curities Company use any employer 
contributions (including those of 
Pennsylvania Electric Company and 
respondent) to pay any interest on in- 
come notes or bonds to employees, but 
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such contributions were used to jn. 
crease the stock equity of Associated 
Gas & Electric Company in Utilities 
Employees Securities Company. Since 
these contributions accrued entirely to 
the benefit of the Associated Gas & 
Electric Company, the Commission js 
of the opinion that they should not be 
considered as an allowable operating 
expense. The amount of the adjust- 
ment is determined in the following 
manner and is shown in the last cdl- 
umn of the following tabulation: 


Contributions to Charged 
Utilities Employees to Respondent 
Securities Co. % Amount 


$61,926.85 0.50 $309.63 


26,346.43 0.81 = 213.38 


Charges from other sources including 
Pennsylvania Electric Company. 
Having determined the charges 

from transactions with Utility Clear- 
ing Corporation and Utilities Employ- 
ees Securities included in the pool ac- 
counts of Pennsylvania Electric Com- 
pany and prorated in part to respond- 
ent, it follows that the balance in the 
pool accounts of Pennsylvania Elec- 
tric Company and prorated, in part, 
to respondent came from charges in- 
curred by Pennsylvania Electric Com- 
pany itself. Such charges were ar- 
rived at by deduction as is demonstrat- 
ed in the following tabulation. [Ta- ’ 
ble omitted. ] 

It will be noted from the above tab- 
ulation, that after the exclusion of 
charges from Utility Clearing Corpo- 
ration and contributions by Utilities 
Employees Securities Company, the 
balance prorated to respondent from 
the pool accounts of Pennsylvania 
Electric Company was $891.25 and 
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$621.75 for the year 1936 and the 
5-month period ended May 31, 1937, 
respectively. Because of certain defi- 
ciencies in the record heretofore men- 
tioned, these resultant figures in some 
instances, may not be exact, but the 
Commission is of the opinion that for 
all practical purposes, they may be 
said to fairly represent the amounts 
prorated to respondent from Pennsyl- 
vania Electric Company other than 
charges from Utility Clearing Corpo- 
ration and Utilities Employees Secu- 
rites Company. A review of the 
charges which form the basis for the 
balance of these prorations indicates 
that the charges cover officers’ and 
general office clerks’ salaries, station- 
ery, printing, office supplies and ex- 
penses, officers’ and office clerks’ ex- 
penses, law expenses, injuries and 
damages, and other general expenses 
incident to the operation of a general 
office at Johnstown for the benefit of 
companies in the “Western Pennsyl- 
vania Group” of operating companies 
in the Associated System. 


The Commission, in giving consid- 
eration to these expenses, can see no 
logical reason for the complicated in- 
termingling of accounts of respondent 
with those of Pennsylvania Electric 
Company in such a manner as to make 
an intelligent analysis thereof almost 


impossible. This is particularly true 
in view of the fact that respondent re- 
fused, failed, or neglected to comply 
with the orders of the Commission to 
furnish cost to the original billing 
company where affiliation existed and 
to show the necessity for such service 
and expense. However, the record in- 
dicates that the office force of the 
Pennsylvania Electric Company at 
Johnstown, Pa., does perform some 
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service for respondent and that it 
uses some supplies and incurs some 
expense for the benefit of respondent. 
While respondent cannot be too 
strongly condemned for the manner 
in which it permitted its accounts to 
be kept and its expenses accumulated, 
the Commission is nevertheless of the 
opinion that the amounts thus prorat- 
ed to respondent represent, in the ag- 
gregate, a fair and reasonable allow- 
ance for the service rendered and ex- 
penses incurred by Pennsylvania Elec- 
tric Company on its behalf. 


Items 27 to 48, inclusive—Direct Ex- 
penses of Respondent. 

Certain of the items of expense on 
page 50 of this report, captioned “Di- 
rect Expenses of Respondent,” are re- 
viewed hereunder : 


Item 27—Uncollectible 

Accounts. 

[24] Respondent included in oper- 
ating expenses for 1936 and five 
months ended May 31, 1937, the sums 
of $600 and $500 respectively, for un- 
collectible consumers’ accounts. In a 
determination of what is a proper al- 
lowance for an item of this character, 
the Commission will be guided by the 
actual experience of respondent rath- 
er than the accruals to a reserve. The 
record shows that the total electric ac- 
counts charged off from January 1, 
1932, to May 31, 1937, were $3,- 
831.03 and that $3,450.95 of this 
amount was applicable to this 65- 
month period. The bad debts recov- 
ered during this same period were 
$320.55 leaving a net balance of $3,- 
130.40 to be provided for by a reserve 
for uncollectibles. A monthly provi- 
sion of $48.16 would provide a reserve 
sufficient to meet this loss, and on this 
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basis, the Commission finds that the 
proper provision for electric uncollec- 
tible consumers’ accounts should be 
$577.92 and $240.80 for the year 
1936 and the five months ended May 
31, 1937, respectively. Operating ex- 
penses for these two periods are there- 
fore decreased to the extent of $22.08 
and $259.20, respectively. 


Item 28—Public Service Commission 

Expenses. 

[25, 26] Commission Exhibits Nos. 
7 and 8 show the total charges and ac- 
cruals to this account for 1936 and the 
five months ended May 31, 1937, as 
$12,240.25 and $1,000 respectively. 
Of these sums $2,589.52 in 1936 
and the $1,000 for the five months 
ended May 31, 1937, represent expen- 
ses incurred in connection with inves- 
tigations undertaken by the Public 
Service Commission and the Federal 
Power Commission with regard to the 
contractual relationships and working 
arrangement between Pennsylvania 
operating companies in the Associated 
System (including respondent) and 
their admitted and nonadmitted affili- 
ates. Since expenses of this character 
are nonrecurring and because of the 
adverse findings made elsewhere in 
this report with regard to the allow- 
ance of the charges made by these ad- 
mitted and nonadmitted affiliates, the 
Commission is of the opinion that 
these items should likewise not be in- 
cluded in allowable operating ex- 
penses. 

The balance of the charges to this 
account in the year 1936, amounting 
to $9,650.73 was incurred in connec- 
tion with the rate proceeding under re- 
view and therefore should have been 
deferred pending the disposition of the 
24 P.U.R.(N.S.) 


case. Since the Commission, under 
date of October 5, 1937 (20 P.UR. 
(N.S.) 398) ordered temporary rates 
to be put into effect October 16, 1937, 
reducing respondent’s revenue $11,- 
300 per annum, and since respondent 
by reason of the findings contained 
herein, will be ordered to further re- 
duce its rates, the Commission is of 
the opinion that the expenses of con- 
ducting this proceeding are not prop- 
erly allowable as operating expenses, 


Items 34 to 48, inclusive—Other Gen- 
eral Expenses. 


Respondent’s Exhibit No. 20 shows 
in summary form the charges includ- 
ed in “Other General Expenses” for 
1936 and five months ended May 31, 
1937, in the amount of $5,769.13 and 
$2,564.79, respectively. The charges 
to this account are shown in the tabu- 
lation on page 50 of this report, as 
items 17, 22, 23, 26, and 34 to 48 in- 
clusive, and are reviewed hereunder. 


Item 34 — Management Fees. 


[27] The Commission submitted 
as part of its Exhibit “B” a copy of 
the management agreement, dated 
June 1, 1929, between respondent and 
the J. G. White Management Corpo- 
ration, now The Utility Management 
Corporation. In brief, this agree- 
ment provides that The Utility Man- 
agement Corporation termed “oper- . 
ating manager,” shall act as gen- 
eral operating manager of the prop- 
erty of respondent with authority 
to supervise and direct the manage- 
ment and operation of its proper- 
ty for a period of ten years. Section 
7 of the agreement provides that “op- 
erating manager,’ as compensation 
for its services, shall receive a sum 
equal to 24 per cent per annum, of 


380 





PUBLIC UTILITY COMMISSION v. SOLAR ELECTRIC CO. 


the gross earnings of respondent. 
Management fees actually paid by re- 
spondent under the management con- 
tract and included in general expenses 
for the year 1936 and five months 
ended May 31, 1937, were $2,392.24 
and $1,112.87, respectively. (Comi- 
mission Exhibit 3 and respondent’s 
Exhibit No. 20.) 

The Commission, on June 15, 1937, 
ordered and directed that respondent 
submit of record, data with respect to 
billings by The Utility Management 
Corporation, for the year 1936 and 
five months’ period ending May 31, 
1937, setting forth (a) cost to re- 
spondent as evidenced by billings for 
management fees, (b) cost to The 
Utility Management Corporation for 
furnishing management service to re- 
spondent together with full and com- 
plete underlying details, (c) the ac- 
counts charged on the books of re- 
spondent as the result of billings by 
The Utility Management Corpora- 
tion, and (d) necessity for such serv- 
ice and proof of specific service hav- 
ing been rendered. 

Respondent did not furnish data 
with respect to cost to the billing com- 
pany for specific management services, 
nor did it show any necessity for such 
service or offer any proof that specific 
service was rendered during any pe- 
tiod. The record, with respect to 
management services furnished prior 
to 1936, is replete with statements by 
respondent designed to show that the 
operating manager stands ready and 
has an organization which is able to 
furnish management service to re- 
spondent. Overall operating results of 
the operating manager were also 
placed in the record but no cost data 
was furnished with respect to any spe- 
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cific service furnished to respondent. 
Respondent also placed evidence in 
the record which it relies upon as proof 
of the necessity for management serv- 
ices and the benefits which are derived 
thereunder. However, respondent, ei- 
ther could not or would not, in any in- 
stance, associate services rendered by 
the operating manager with fees paid 
by respondent under the contract. 
Respondent had Mr. Donaldson, 
vice president of The Utility Man- 
agement Corporation, testify as to the 
service rendered by the management 
corporation to respondent. He stat- 
ed at page 4016 that the services “fall 
into two classes, general and specific 
services.” He also testified at great 
length as to the internal organization 
of the management company but his 
testimony was vague and indefinite as 
to any specific service having been fur- 
nished to respondent. Mr. Donald- 
son also submitted of record Exhibit 
B4 which was intended to show the 
cost of management service applicable 
to respondent, and testified at page 
4695 that the amount which was as- 
signed to respondent was an alloca- 
tion of total man hours of the man- 
agement company. Testimony of this 
character has little, if any, value in 
that it does not show by proper docu- 
mentary evidence what specific service 
was actually rendered for or on be- 
half of respondent. Respondent also 
submitted Exhibits JJ and II which 
set forth the overall revenue and ex- 
penses of the management company 
for the years 1934 and 1935. Exami- 
nation of the operating expenses in- 
cluded in these exhibits discloses 
many items, the propriety of which is 
open to serious question in so far as 
they relate to the rendition of services 
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to respondent. For instance, the man- 
agement company includes as part of 
its operating expenses for the years 
1934 and 1935, the amounts of $1,- 
226,966.30 and $833,757.98, respec- 
tively, for the “cost of operating hold- 
ing and intermediate holding compa- 
nies in the Associated System.” This 
single item represents more than 50 
per cent of the total operating expen- 
ses of the management company for 
each of the two years in question. 
Manifestly overall operating costs 
which contain substantial items of this 
character cannot be given serious con- 
sideration in determining the reason- 
ableness of respondent’s claim for 
management fees. 


Respondent attempted to show by 
its local manager, Mr. Utts, that a 
need existed for such special mana- 
gerial services, but his testimony was 
vague and indefinite and related, for 
the most part, to long-distance tele- 
phone conversations which he had 
from time to time with members of 
the management company, but he was 
unable to state the time when actual 
service was rendered, the nature of the 
service, nor the cost involved in any 
specific cases. 

The record does contain references 
to specific service rendered by affiliat- 
ed interests that were employed by the 
management company on behalf of re- 
spondent, but in every such instance, 
the costs incident thereto were not ab- 
sorbed by the management company, 
but were billed directly to, and paid 
for by, respondent and included in its 
operating expenses in addition to man- 
agement fees. 

Throughout the record, counsel for 
complainants vigorously attacked, not 
only the necessity for management 
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services, but also questioned whether 
the management company had actual. 
ly rendered service for which the fees 
were charged. The accountant for the 
Commission testified that respondent's 
books of account did not disclose the 
cost of management to the manage- 
ment company, nor any information 
with regard to whether any such sery- 
ices were actually rendered. This 
statement, which was unchallenged of 
record, is significant, because it is the 
plain duty of respondent to fully sup- 
port every item recorded on its books, 

W. A. Reiber, an employee of Penn- 
sylvania Electric Company and The 
Utility Management Corporation, tes- 
tified at page 4890, as follows, in re- 
sponse to a question by attorney for 
respondent : 


Q. What in your opinion would be 
the annual cost in the way of salaries 
and wages of such an organization as 
would be necessary to manage and op- 
erate the property of Solar Electric 
Company if it were independently 
managed and not a part of a large 
system? 

A. $19,436. 


The items which are included in 
this $19,436 are set forth in respond- 
ent’s Exhibit No. E4, which shows 
the salaries that would be paid to a 
president, secretary, treasurer, super- 
intendent, legal and engineering con- 
sultant, and minor clerical employees. 
Mr. Reiber testified during Novem- 
ber, 1934, and for that year the gross 
revenue of respondent was $87,885.33. 
His testimony is, therefore, to the ef- 
fect that 22 per cent of the gross reve- 
nue of a utility is a proper allowance 
as operating expenses for the item of 
management. This is so much out of 
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jine with experienced management 
costs, that such testimony falls by its 
own weight. Reference to this testi- 
mony is made only for the purpose of 
showing the extent to which respond- 
ent has attempted to justify the man- 
agement contract and fees paid there- 
under. 

Whereas in this case, the contractu- 
al relationship for mangement service 
is with an affiliated interest, the Com- 
mission is of the opinion, that unless 
the following questions are respon- 
sively answered, the Commission is 
not in a position to give adequate con- 
sideration to a claim for management 
fes: (a) was any management 
service rendered, (b) if any such serv- 
ice was rendered, was it necessary to 
the successful operation of respond- 
ent, (c) what was the relationship of 
the fee paid by the utility to the prob- 
able cost of such service if it were 


furnished by an independent agency 
or performed by the respondent’s own 
personnel, and (d) what was the actu- 
al cost to the management company of 
furnishing specific management serv- 
ice? 


Respondent admits that The Utility 
Management Corporation is an affili- 
ate. The record clearly shows that 
this affiliated company, which received 
these management fees, was controlled 
by the same persons or corporations 
who control respondent. The facts 
surrounding the executing of the con- 
tract itself lead the Commission to be- 
lieve that there was a lack of free bar- 
gaining on the part of respondent’s of- 
ficers and that the transaction was not 
consummated at arm’s length. The 
record further indicates that respond- 
ent, by virtue of this management con- 
tract which makes a New York cor- 
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poration the “manager” of its prop- 
erty has divested itself to a great ex- 
tent of the management of its own 
property in favor of an affiliate. It 
is undoubtedly true that respondent 
should be free to control its own man- 
agement, but only so long as the re- 
sults of such management indicate 
that it is carried on for the benefit of 
itself and in the public interest. But, 
when it appears that the public inter- 
est is unfavorably affected by the 
course of management adopted, such 
as the record here indicates, the juris- 
diction of the Commission at once at- 
taches. This is particularly true, in 
view of the fact that respondent has 
assigned its right of management to 
The Utility Management Corporation, 
and it, in turn, employs or permits 
such affiliates as Utility Clearing Cor- 
poration, Utilities Employees Securi- 
ties Company, Utility Accountants and 
Tax Consultants, Utility and Finan- 
cial Assistants, Corporate Records 
and Secretarial Assistants, Utility and 
Financial Advertising Agency, Daniel 
Starch & Staff, and E. J. Cheney, to 
bill respondent for services and ex- 
penses (bills are approved for payment 
by “operating manager”’ but not by re- 
spondent ), which were neither author- 
ized by respondent nor shown to have 
been incurred in its benefit. The real 
test of the value of any service is its 
effect upon respondent. In this case, 
the records show that the general ex- 
penses of respondent have increased 
materially since it came under the 
management of The Utility Manage- 
ment Corporation. The record also 
indicates that The Utility Management 
Corporation, as the operating man- 
ager of respondent, is the vehicle of 
the Associated Gas & Electric Com- 
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pany, through and by which the ex- 
penses of holding and intermediate 
holding companies in the Associated 
Gas and Electric System and the so- 
called private Hopson companies are 
charged, in part, to operating expen- 
ses on the books of the respondent. 
From a careful review of the rec- 
ord with regard to management fees, 
the Commission concludes (a) that 
respondent did not submit data to show 
the cost to the operating manager for 
specific management services alleged- 
ly furnished or the necessity therefor 
as provided in the Commission’s order 
of June 15, 1937; (b) that respond- 
ent placed no data in the record to in- 
dicate what the cost to respondent for 
management service would have been 
if such service had been secured from 
a nonaffiliated interest; (c) that the 
record indicates that the operating 
personnel at Brookville is adequate to 
meet the management problems of a 
company of this size; (d) that re- 
spondent has failed to sustain the bur- 
den of proof to show that management 
services were actually rendered or that 
any such services were reasonably nec- 
essary to the efficient operation of the 
property of respondent; and (e) that 
respondent has failed to show that the 
management contract is in the public 
interest or even that it is in the inter- 
est of respondent itself and that on 
the contrary, the record strongly indi- 
cates the contract to be detrimental to 
respondent and against public interest. 
The Commission will therefore dis- 
allow management fees in their entire- 
ty and consequently operating expen- 
ses should be reduced $2,392.24, and 
$1,112.87 for the year 1936 and five 
months ended May 31, 1937, respec- 
tively. 
24 P.U.R.(N.S.) 


Items 35 and 43—Corporate Record; 
and Secretarial Assistants. 

[28, 29] The billings from this aj. 
filiate shown as item 35, amounting to 
$164.97 for the year 1936 and $1| 
for the five months ended May 31, 
1937, were charged to a reserve ac. 
count, which was created by concur. 
rent charges to “Other General Ex. 
penses.” Other billings from this 


same affiliate shown as item 43 were Mt i 


charged direct to “Other General Ex. 
penses” and amounted to $206.85 for 
the year 1936 and $110.77 for the five 
months’ period ended May 31, 1937, 
An examination of respondent’s Ex- 
hibit No. 20, which contains copies of 
these bills discloses that the expenses 
were stated to have been incurred for 
the following purposes: securing in- 
formation, preparation of data, con- 
ferences, etc., in connection with in- 
vestigation being made by the Federal 
Power Commission; preparation of 
resolutions and correspondence ; prep- 
aration of data and conferences with 
reference to Federal Power Commis- 
sion investigation under order of Jan- 
uary 6, 1936, re: service company 
charges; preparation and checking 
resolutions; preparation of corte- 
spondence; stenography; typing; 
checking corporate data for 1936 re- 
port to Public Service Commission ; in- 
cidental work incident to Federal Pow- 
er Commission Report in Docket IT 
5015 and preparation of corporate in- 
formation and conferences with ref- 
erence to same; preparation of min- 
utes; preparation of list of officers of 
respondent ; etc. 

Here again respondent failed to 
comply with the orders of the Com- 
mission under dates of June 8 and 15, 
and July 1, 1937, with respect to 
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furnishing data pertaining to the cost 
to billing company and necessity for 
the service, nor were the records of 
this affiliate made available for exam- 
ination by the Commission’s account- 
ing staff. It will be noted from an 
examination of the bills themselves 
that most of the expense was incurred 
due to litigation between respondent 
and Federal Power Commission which 
involved, among other things, the re- 


| lationship and working arrangements 


between this affiliate and respondent. 
These items are disallowed as proper 
operating expenses because respondent 
failed, refused, or neglected to furnish 
data showing (a) the cost of furnish- 
ing service to the original billing com- 
pany, (b) proof that specific service 
was rendered and the necessity there- 
for, and (c) contractual relationship 
and working arrangements with re- 
spondent. Furthermore, the major 
portion of those expenses are nonre- 
curring in nature and should not under 
any circumstances be considered in de- 
termining the normal operating ex- 
penses of respondent. Other minor 
expenses, such as keeping duplicate 
minute books should be absorbed by 
the Associated System for whose bene- 
fit they were maintained. 


Items 36 and 45—Utility Accountants 
and Tax Consultants. 

[80] The billings from this affili- 
ate, shown as Item 36, amounting 
to $631.63 for the year 1936 and 
$126.50 for the five months ended 
May 31, 1937, were charged to a 
reserve account, which was creat- 
ed by concurrent charges to “Oth- 
er General Expenses.” Other bill- 
ings, shown as Item 45, from this same 
affiliate, were charged direct to “Oth- 
er General Expenses” and amount- 
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ed to $23.28 for the 5-month period 
ended May 31, 1937. Copies of bills 
from this organization attached to and 
made a part of Exhibit No. 22, indi- 
cate that the expenses were stated to 
have been incurred for purposes as 
follows: preparation of data for use 
in replying to Senate Committee in- 
vestigating lobbying activities ; prepa- 
ration of the 1935 audit; preparation 
of data for use in replying to Federal 
Power Commission order; stenogra- 
phy; typing; expenses of New York 
employees making an analysis of 1932 
Federal income tax assessment; re- 
view of annual report to Commission ; 
Federal investigations ; preparation of 
balance sheet, income, and surplus 
statements; services and expenses in 
preparation of information requested 
by the Federal Power Commission ex- 
aminer relative to investigation into 
service company charges ; conferences ; 
preparation of corporate net income 
tax for 1935; preparation of Federal 
income tax returns for 1935 ; expenses 
and services in re Public Service Com- 
mission investigation into service 
charges, etc. 

The Commission by its orders of 
June 8 and July 1, 1937, requested re- 
spondent to furnish cost and other 
data of this organization, but respond- 
ent has failed, neglected, or refused 
to make such data available. The 
Commission will, therefore, disallow 
these items of expense for the same 
reasons that it disallowed the charges 
arising from billings by Corporate 
Records and Secretarial Assistants 
heretofore reviewed. 


Items 39 and 42—E. J. Cheney. 


The bills from E. J. Cheney, an af- 
filiate, in the amount of $43 and $9.75 
24 P.U.R.(N.S.) 
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for the year 1936 and five months 
ended May 31, 1937, respectively, 
show that the expenses were incurred 
for the following purposes: consult- 
ing work on rates and general matters ; 
conferring and determining revenue 
effect of new Pennsylvania Electric 
Company rates; and services and dis- 
bursements in connection with inven- 
tory and valuation of property. These 
bills indicate that, for the most part, 
the expenses were incurred incident 
to the present rate case and as such 
are not properly allowable for the rea- 
sons heretofore stated. Moreover, re- 
spondent was required to furnish, for 
the record, certain data relative to 
charges from E. J. Cheney in accord- 
ance with orders of the Commission 
under date of June 8 and July 1, 1937, 
but has failed, neglected, or refused to 
make such data available and therefore 
these items are not allowable for the 


same reasons cited in considering the 
charges arising from billings by Cor- 
porate Records and Secretarial Assist- 
ants and Utility Accountants and Tax 
Consultants reviewed heretofore. 


Item 41—Overaccrual. 

Respondent accrued for certain ad- 
visory and corporate expenses by cre- 
ating and account titled “Reserves for 
Advisory and Corporate Expenses,” 
with concurrent charges to “Other 
General Expenses” for the five months 
ended May 31, 1937. This item of 
$437.75 represents the difference be- 
tween the amount thus accrued for the 
5-month period and the amount actual- 
ly expended during that period. The 
Commission will not allow this item in 
determining the normal operating ex- 
penses of respondent because there is 
no data of record to show that there 
are any legitimate anticipated expenses 
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for which such an accrual should be 
provided. 
Item 44—Ford, Bacon, and Davis. 
Billings by this organization durin 
1936, amounting to $1,099.63, cover 
“services and expenses in connection 
with certain investigations and checks 
of valuations in accordance with ac- 
cepted proposal dated September 16, 
1935.”” Respondent furnished no oth- 
er information, notwithstanding the 
Commission’s order of July 1, 1937, 
From the record, it is evident that the 
only valuations made were those which 
respondent ordered made of its prop- 
erty for use in this rate case. This 
item of expense is, therefore, disal- 
lowed because it represents rate case 
expense, and as such is disallowed for 
reasons heretofore stated. Moreover, 
an item of this character is of a nonre- 
curring nature and should not be con- 
sidered in the determination of normal 
operating expenses upon which rates 
for the future are predicated. 


Item No. 46—Uttlity Clearing 
Corporation. 

Respondent did not comply with 
Commission’s orders dated June 8 
and July 1, 1937, wherein it was 
directed to submit of record all un- 
derlying details of charges by this 
concern and the cost, nature, purpose, 
and necessity thereof. Charges from 
this clearing agency, amounting to 
$149.72 and made directly to respond- 
ent, are in a similar category with those 
charges which were made by this same 
agency to Pennsylvania Electric Com- 
pany and prorated, in part, to respond- 
ent. This agency is also an affiliate of 
respondent and its activities were ful- 
ly reviewed hereinbefore. Typical ex- 
planations given on the bills from this 
agency in support of its charges are 
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as follows: 

“Your proportion of accrual in the 
amount of for March, 
1937, portion of services and expenses 
incurred in the maintenance of capital, 
not invested by the public, permanent- 
ly invested in your company, bills 
which were received semiannually.” 

“Your proportion of the following 
invoices for services and expenses in 
connection with current operations and 
financial conditions of Associated Gas 
& Electric Company, Associated Gas 
& Electric Corporation and subsidiar- 
ones ys 
“Your proportion of the following 
invoices for professional services and 
advice in the matter of Pain v. Asso- 
ciated Gas & Electric Company, op- 
posing an application for an injunction 
against Associated Gas & Electric 
Company and its direct or indirect sub- 
sidiaries.”’ 

“Your proportion of invoices for 
services and disbursements involved 
in an examination of the Federal In- 
come Tax returns of prior years, as 
well as expenses incurred in connection 
with the effort to combat the jeopardy 
assessments levied by the Federal gov- 
ernment relative to income tax mat- 
ters.” 

It is obvious from the very nature 
of these billings from the Utility 
Clearing Corporation that the expendi- 
tures in question were made for the 
benefit of the Associated Gas & Elec- 
tric Company and the holding com- 
pany subsidiaries rather than for the 
benefit of respondent. The amount 
of $149.72 is, therefore, excluded from 
operating expenses for the five months 
ended May 31, 1937. 


Item 47—Contributions and Donations. 
[831] The amounts included in 
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operating expenses of respondent cov- 
ering contributions and donations for 
various charitable purposes for 1936 
and five months ended May 31, 1937, 
were $28.56 and $25 respectively. 
While these amounts are relatively 
small, to allow them as operating ex- 
penses would in effect be equivalent to 
giving our approval to these sums as 
contributions and donations by the 
consumers rather than the company it- 
self. It is our opinion that items of ex- 
pense of this character should be ab- 
sorbed by the stockholders and not 
utility ratepayers. 

The primary reason for the exist- 
ence of a holding company is to pro- 
vide an efficient means of raising cap- 
ital for operating companies usually 
through the combined credit of those 
operating companies. Therefore the 
function of a holding company is that 
of financing agent and its obligation 
is primarily to the purchasers of the 
securities which it places upon the 
market. Because of this obligation, 
supervision, and management by it of 
the operating company, are funda- 
mentally in the interest of those secur- 
ity holders which the holding company 
has induced to invest in its securities. 


If.the holding company meets this 
obligation so as to assure to its invest- 
ors ample security for a return upon 
and the repayment of the investment, 
not only would holding companies fare 
better with public opinion, but likewise 
they would fulfill their purpose of more 
efficient financing for operating com- 
panies. In any event absentee manage- 
ment, as clearly appears in this case, is 
not chargeable as operating expense 
to the Solar Electric Company, as an 
operating company. 

While the Commission has disal- 
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lowed all charges for management, ac- 
counting, engineering, and _ similar 
services arising from billings by affil- 
iated interests which were for the di- 
rect or indirect benefit of the holding 
and servicing companies in the Asso- 
ciated System, it has, however, allowed 
all management, supervision, and oth- 
er expenses actually incurred in the 
operation of respondent’s local office 
at Brookville, as well as the cost of 
similar services performed on behalf 
of respondent by Pennsylvania Elec- 
tric Company at Johnstown. 

[82] Throughout this order the 
Commission has concluded that all 
charges by affiliated companies were 
for the direct or indirect benefit of 
holding and intermediate holding com- 
panies in the Associated System and 
that no portion thereof should be ab- 
sorbed by respondent. And even if it 
be assumed that any portion of these 
so-called system expenses are proper- 
ly allowable operating expenses, it is 
not possible from this record to de- 
termine the amount thereof because 
respondent has failed, neglected, and 
refused to comply with the orders of 
the Commission to make such data 
available. Re New York State Elec- 
tric & Gas Corp. (N. Y. 1937) 20 
P.U.R.(N.S.) 388. The courts 
have uniformly held that regulatory 
Commissions are not clothed with 
general powers of management of a 
utility and that they may not arbitrari- 
ly substitute their judgment for that 
of the officers and directors in passing 
upon expenditures; but, on the other 
hand, the courts have also held that 
management may not, by unreasonable 
and improper practices inflate the op- 
erating costs of a utility. In other 
words, the Commission should not sit 
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supinely by and allow the management 
to make expenditures for the benefit or 
alleged protection of the parent, hold- 
ing and intermediate holding com. 
panies, and permit such expenditures 
to become part of the operating ex. 
penses of respondent chargeable to the 
consumers. Re New York State Elec. 
tric & Gas Corp. supra. 

Attention is also directed to cases 
6355, 7095, 7371, and 7413, Re New 
York State Electric & Gas Corp. (N, 
Y.) P.U.R.1932E, 1, wherein the 
question of charges from affiliates in 
the Associated Gas & Electric System 
were involved in an inquiry into the 
practices, contracts, working arrange- 
ments, and policies of the Associated 
System companies with operating util- 
ities in the state of New York. The 
New York Commission’s decision, 
states in part (P.U.R.1932E, at pp. 
16-20) : 

[Part of quotation from New York 
decision, printed in full in P.U.R. 
1932E, at pp. 16, 17, is omitted here 
for lack of space. ] 


“On the facts disclosed, this Com- 
mission finds that the letter as well as 
the spirit of the Public Service Law 
has been violated. We find and de- 
termine that these transactions’ are 
improper and are not in the public in- 


terest. When the parties responsible 
refuse to disclose fully all facts relat- 
ing to control, they may not object to 
conclusions founded upon the facts 
available. It is clearly apparent to this 
Commission that a part of the design 
of this so-called ‘system’ is to prevent 
the acquisition of knowledge by the 
regulatory body, and to withhold for 
the exclusive benefit of the ultimate 
owner or owners all advantages and 
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profits that may result from system 
as contrasted with individual opera- 
tion of these operating utilities. 


“So it is felt that the duty to fully 
and frankly disclose, the duty to pre- 
sent all the facts, rested upon these 
corporations which came into exist- 
ence under the laws of the state of 
New York and enjoy a virtual mo- 
nopoly of public service in their operat- 
ing territories under the protection of 
the laws of the state of New York. 
It is the right of the state to pass upon 
the honesty and propriety of the man- 
agement of these operating utilities. 

“Objection may be made that the 
judgment of this Commission should 
not be substituted for the judgment of 
the owners of these properties in mat- 
ters of management, but it is clear that 
the Commission has a right to available 
information in the possession of the 
owners so that it may know the facts. 
The right to manage or the right to be 
free in management does not include 
aright to mismanage. Unless the de- 
tails of management are made availa- 
ble, no one can ever determine wheth- 
er there has been mismanagement un- 
til after harm has been done. Here 
the Commission believes that harm 
has already been done. 


“Orders should be made in these 
proceedings addressed to each of the 
New York state operating utilities con- 
cerned in this investigation. 

“1. Directing that these utilities 
make no further payments to, nor 
make any further charges in their 
fixed capital or operating expense ac- 
counts for the alleged fees, services, 
and/or expenses of: 
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“W. S. Barstow & Company; Util- 
ity Management Corporation ; Utilities 
Purchasing and Supply Corporation; 
Public Utilities Appliance Corpora- 
tion; H. C. Hopson & Co., Inc.; Dan- 
iel Starch & Staff ; Mid-State Fuel Cor- 
poration; Utility Clearing Corpora- 
tion ; and/or Associated Gas and Elec- 
tric Companies—Working Fund for 
System Expense, unless these utilities 
charge such alleged fees, services, 
and/or expenses directly against Profit 
and Loss—Surplus, Sub-Account No. 
504, ‘Miscellaneous Debits to Profit 
and Loss,’ to the end that such charges 
and/or payments are borne directly 
and solely by the stockholders of the 
operating utilities.” 

From the order of the Commission, 
the company sought a restraining order 
in the state court. Over the Commis- 
sion’s objections to the jurisdiction in 
equity, a restraining order was issued. 
147 Misc. 560, P.U.R.1933D, 140, 
264 N. Y. Supp. 97. Upon appeal to 
the appellate division, the restraining 
order was dissolved, the court holding 
that the proper review was by appeal. 
(1934) 241 App. Div. 780, 270 N. Y. 
Supp. 1010. This was affirmed by 
the court of appeals. (1935) 266 N. 
Y. 521, 195 N. E. 182. The case 
was then returned to the appellate di- 
vision on an appeal from the order of 
the Commission. The order of the 
Commission was affirmed ([1935] 
245 App. Div. 131, 9 P.U.R.(N.S.) 
163, 281 N. Y. Supp. 384), and the 
court in its opinion at p. 134 (9 P.U.R. 
(N.S.) at p. 166) stated: 


“The petitioners make much of the 
allegation that the Commission is at- 
tempting to interfere in the manage- 
ment of these petitioner companies, 
and to remove the management from 
24 P.U.R.(N.S.) 
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the hands of their respective boards of 
directors. We are unable to accept 
this view. The service contracts are 
a much stronger suggestion that the 
petitioners have to a large extent di- 
vested themselves of the management 
in favor of the affiliates. It is un- 
doubtedly true that the petitioners are 
free to control the management of 
their respective companies, as long as 
such management indicates that it is 
carried on for the benefit of the oper- 
ating companies, and in the public in- 
terest. But when it is made to ap- 
pear that the public interest is unfavor- 
ably affected by a course of manage- 
ment adopted to evade the law, by 
furnishing a false basis for rates, and 
an unreasonable charge upon the pub- 
lic, the jurisdiction of the Commission 
at once attaches. It is the duty of the 
Commission to prevent the imposition 
upon the public of unfair rates, and 
the creation of a rate base which is 
not justified. Accordingly, the Com- 
mission has a duty to know how the 
company is managed, so that they may 
know that the law is being obeyed, and 
the rights of the public preserved. 


“Here the Public Service Commis- 
sion has sought information to deter- 
mine whether payments made under 
these service contracts were correct or 
not, and the petitioners have refused 
the information. They have not only 
failed to sustain the burden of proof, 
but they have offered no proof. And 
the court is not willing to reject the 
view of the Commission that these 
service contracts, on their face, do not 
purport to be in the public interest, or 
in the interest of the petitioner them- 
selves.” 

The Commission in its findings with 
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respect to unsupported charges from 
affiliates also relies upon the decisions 
in Smith v. Illinois Bell Teleph. Co, 
(1930) 282 U. S. 133, 152, 75 L, ed. 
255, P.U.R.1931A, 1, 51 S. Ct. 65. 
Western Distributing Co. v. Kansas 
Pub. Service Commission, 285 U, S, 
119, 76 L. ed. 655, P.U.R.1932B, 236, 
52 S. Ct. 283. We quote hereunder 
from the opinion of the United States 
Supreme Court in the Western Dis. 
tributing Company Case (P.UR 
1932B, at p. 239) as follows: 
“Having in mind the affiliation of 
buyer and seller and the unity of con- 
trol thus engendered, we think the 
position of the appellees is sound, and 
that the court below was right in hold- 
ing that if appellant desired an in- 
crease of rates it was bound to offer 
satisfactory evidence with respect to 
all the costs which entered into the 
ascertainment of a reasonable rate. 
Those in control of the situation have 
combined the interstate carriage of 
the commodity with its local distribu- 
tion in what is in practical effect one 
organization. There is an absence of 
arm’s length bargaining between the 
two corporate entities involved, and 
of all the elements which ordinarily go 
to fix market value. The opportunity 
exists for one member of the combina- 
tion to charge the other an unreasona- 
ble rate for the gas furnished and thus 
to make such unfair charge in part 
the basis of the retail rate. The state 
authority whose powers are invoked 
to fix a reasonable rate is certainly en- 
titled to be informed whether advan- 
tage has been taken of the situation to 
put an unreasonable burden upon the 
distributing company, and the mere 
fact that the charge is made for an in- 
terstate service does not constrain the 
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Commission to desist from all inquiry 
as to its fairness. Any other rule 
would make possible the gravest in- 
justice, and would tie the hands of the 
state authority in such fashion that it 
could not effectively regulate the intra- 
state service which unquestionably lies 
within its jurisdiction. 

“The argument is made that the 
proofs demanded by the Commission 
will involve an extensive and unneces- 
sary valuation of the pipe-line compa- 
ny’s property and an analysis of its 
business, and that this burden should 
not be thrown upon appellant. Wheth- 
er this is so we need not now decide. 
It is enough to say that in view of the 
relations of the parties, and the power 
implicit therein arbitrarily to fix and 
maintain costs as respects the distrib- 
uting company which do not represent 
the true value of the service rendered, 
the state authority is entitled to a fair 
showing of the reasonableness of such 
costs, although this may involve a 
presentation of evidence which would 
not be required in the case of parties 
dealing at arms’ length and in the gen- 
eral and open market, subject to the 
usual safeguards of bargaining and 
competition.” 

The Public Utility Law, approved 
May 28, 1937, which is the organic 
act under which this Commission func- 
tions, contains the following provi- 
sions bearing upon the issues involved 
in this case: 

Article V, § 505 (66 PS § 1215) 
provides that. “The burden of proof 
to justify every accounting entry ques- 
tioned by the Commission shall be upon 
the public utility making, authorizing, 
or requiring such entry, and the Com- 
mission may suspend any charge or 
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credit pending submission of such 
proof by such public utility.” 

Article VII, § 701c (66 PS § 1271) 
provides that ““The Commission shall 
have authority at any time to investi- 
gate every such contract filed in ac- 
cordance with this section, and, if 
after reasonable notice and hearing, 
it shall determine that the amounts 
paid or payable thereunder are in ex- 
cess of the reasonable cost of furnish- 
ing the services provided for in the 
contract, or that such services are not 
reasonably necessary and proper, it 
shall order such amounts, in so far as 
found excessive, to be stricken from 
the books of account of the public util- 
ity as charges to fixed capital, or oper- 
ating expenses, as the case may be, 
and shall not consider such amounts 
in any proceeding. In any proceeding 
involving such amounts, the burden 
of proof to show that such amounts 
are not in excess of the reasonable cost 
of furnishing such services, and that 
such services are reasonable and prop- 
er, shall be on the public utility.” 

[33, 34] After a careful review of 
the voluminous record in this case, the 
Commission is of the opinion that re- 
spondent, by the contractual relation- 
ships and working arrangements with 
absentee managers and other affiliates 
heretofore reviewed, has caused its 
operating expenses to become inflated 
by improper and extraneous charges 
to the detriment of the rate-paying 
public. Therefore, in addition to the 
disallowance of these items as proper 
operating expenses for rate-making 
purposes, an order will issue directing 
respondent to make no further charges 
to its fixed capital or operating ex- 
pense accounts representing sums ac- 
crued or paid to the affiliates in ques- 
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tion, and also to make no further pay- 
ments to said affiliates, unless it shall 
charge such payments directly to its 
surplus account. 


Gross Income Deductions 

Respondent’s Exhibit No. 17 in- 
cludes in gross income deductions an 
item for rent of its general office at 
Brookville in the amount of $1,200 
and $500 for the year 1936 and five 
months ended May 31, 1937, respec- 
tively. Respondent did not include 
this rental in operating expenses, but 
from testimony of record it appears 
that approximately 50 per cent of the 
available floor space in the building 
in question is used for collection and 
other general office purposes and the 
remainder is used for nonoperating 
purposes. The Commission will, 
therefore, allow $600 of this rental as 
a proper annual charge to operating 
expenses. 

Operating expenses of respondent, 
for the year 1936 and five months end- 


ed May 31, 1937, as allowed by the 
Commission in this report, exclusive 
of taxes and provision for annual de- 
preciation are summarized hereunder: 
It will be seen from the foregoing 
that the allowable expenses, exclusive 
of taxes and provision for annual de- 
preciation for the year 1936 are $53- 
515.55 and for the five months ended 
May 31, 1937, $23,748.54. Thus the 
allowable operating expenses over this 
17-month period are $77,264.09 or 
$4,544.94 per month. On this basis 
the Commission will allow yearly op- 
erating expenses of $54,539.28. 


Taxes 


The taxes accrued and charged to 
operating expenses during 1936 and 
five months ended May 31, 1937, were 
$5,656.09 and $3,441.84, respectively. 
It appears that respondent under-ac- 
crued for taxes for the year 1936 and 
over-accrued for taxes for the five 
months ended May 31, 1937. The 
following tabulation shows the Fed- 


5 Mos. Ended 


1936 May 31, 1937 


Operating expenses as reflected on books of respondent exclusive of 


taxes and provision for depreciation (p. 50) 


Adjustments : 
Disallowed expenses: 
Generation by gas power 


$75,590.16 $28,049.16 


4,118.57 615.77 


Pool expenses from Pennsylvania Electric Co.: 


Utility Clearing Corporation 


Utility Employees Securities Co. ...... 


Uncollectible Consumers Accounts 
Public Service Commission Expenses 
General expenses : 
Management fees 


Corporate Records and Secretarial Assistants 
Utility Accountants and Tax Consultants .............ceeceees 


See eee eee eerreeesenee 


491.42 
213.38 
259.20 
1,000.00 


1,112.87 


1,503.10 
309.63 
22.08 
12,240.25 


2,392.24 
371.82 
631.63 

43.00 


Overaccrual for corporate and advisory expenses .. 


Ford, Bacon, and Davis 

Utility Clearing Corporation 

Contributions and donations 
Total disallowed expenses 

Additional expenses allowed: 

Generation by gas power 

Rent of office at Brookville 
Total additional expenses 


Adjusted operating expenses exclusive of taxes and provision for 


depreciation 
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1,099.63 


28.56 
$22,760.51 





$4,586.41 





85.90 
600.00 


$685.90 


35.79 
250.00 


$285.79 








$53,515.55 $23,748.54 
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eral, state, and local taxes which will 


| be allowed by the Commission predi- 


cated upon existing tax regulations: 


Kind of Tax Amount 


Federal : 
Income (adjusted income) 
Capital stock 
Revenue (adjusted revenue) .... 
Pensions (1937 actual) 
Unemployment relief (1938 rate) 
State: 
Income (adjusted income) 
Capital stock (1935 settlement 
basis) 
Gross receipts (adjusted revenue) 
Unemployment (1938 rate) 

General assessment—Public Utility 
Commission (estimated at 4 of 1% 
of adjusted gross revenue) ...-< 

Local—Misceilaneous 


-- 360.00 


$6,542.82 
Rate of Return 


[85] Respondent called two wit- 
nesses who testified with regard to rate 
of return. Mr. Knudsen testified that 
he believed the rate of return should 
be 8 per cent, while Mr. Phelps stated 
it should be 7 per cent. Both of these 
witnesses, however, merely gave opin- 
ion evidence, but none of them pro- 
duced any figures or made any sup- 
porting statements to show how their 
opinions were reached. In view of 
the type of absentee management ex- 
isting in respondent’s business and 
affairs and the obviously improper 
contractual relationships and working 


arrangements with affiliates, it is con-, 


ceivable that respondent could not at- 
tract capital to its business even at the 
rates testified to by its own witnesses. 
But after a careful study of the en- 
tire record in this case, and after giv- 
ing cognizance to corporate earnings 
and yields on securities in general, as 
well as the yields upon numerous se- 
curity issues coming before it, the 
Commission is of the opinion that un- 
der careful and responsible manage- 


ment, free from the burden of support- 
ing superfluous holding and servicing 
companies, respondent would be able 
to attract the necessary capital to its 
business at a return of 6 per cent on 
the rate base herein found. 


Allowable Net Revenue 


Based upon the foregoing, the Com- 
mission finds and determines that the 
total annual not revenue to which re- 
spondent is entitled is $72,535, sum- 
marized as follows: 

Return—6% of $152,601.57 
Operating expenses exclusive of pro- 
vision for annual depreciation and 


54,539 
2,297 


taxes 
Provision for annual depreciation .... 


$72,535 


The record shows that the total op- 
erating revenue of respondent for the 
year 1936 and five months ended May 
31, 1937, was $139,655.71 or $8,- 
215.04 per month. On this basis the 
operating revenue, for a 12-month 
period, would be $98,580. This sum 
exceeds the allowable net of $72,535, 
herein found, by $26,045 and it, there- 
fore, follows that the rates of respond- 
ent are unjust and unreasonable and 
produce an excessive rate of return. 

The Commission, in its temporary 
rate order dated October 5, 1937 (20 
P.U:R.(N.S.) 398) directed respond- 
ent to file a new schedule of rates re- 
ducing gross operating revenues $11,- 
300 per annum. Respondent com- 
plied with this provision of the tempo- 
rary order by the filing of Tariff Pa. 
P. U. C. No. 7 which was issued Oc- 
tober 15, 1937. Therefore, respond- 
ent will be required to modify its rates 
to produce a further reduction of 
$14,745. 

Tariff Pa. P. U. C. No. 7 filed pur- 


Allowable net annual revenue 
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suant to the Commission’s temporary from service thereof to file, post, and 
rate order, consisted of a single publish upon ten days’ notice a new 
schedule of block meter rates applica- tariff covering rates for electric sery- 
ble to all classes of customers, except ice consisting of a single schedule of 
street lighting, as follows: [Schedule block meter rates applicable to all 
omitted. ] classes of customers, except street 

Therefore an order will issue direct- lighting as follows: [Schedule omit- 
ing respondent, within fifteen days ted.] 





UNITED STATES SUPREME COURT 


Federal Power Commission 


Vv 


Metropolitan Bdivon Company et al. 


[No. 915.] 
(— U. S. —, 82 L. ed. —, 58 S. Ct. 963.) 


Injunction, § 14 — Restraint on Federal Power Commission — Scope of re- 
hearing. 
1, The circuit court of appeals has no jurisdiction, either under § 313 of 
the Federal Power Act (providing for review of a Commission order after 
application for rehearing) or under § 262 of the Judicial Code, 28 USCA, 
§ 377 (providing that Federal courts shall have power to issue writs neces- 
sary for the exercise of their respective jurisdictions), to restrain the 
Federal Power Commission from proceeding with a proposed inquiry 
and investigation until jurisdictional questions raised in a petition for re- 
hearing are determined by it, when there is no appeal from the Commis- 
sion’s order and the circuit court has no appellate jurisdiction to protect, p. 


397. 


Appeal and review, § 5 — Orders reviewable — Federal Power Commission — 
Procedural order. 

2. Neither the provisions of § 313 (b) of the Federal Power Act 
(giving the right to appeal from a Commission order) nor the provisions 
of § 313 (a) should be construed as authorizing a review of every order 
that the Commission may make, albeit of a merely procedural character, 
but the provisions for review relate to orders of a definitive character deal- 
ing with the merits of a proceeding before the Commission and resulting 
from a hearing upon evidence and supported by findings appropriate to the 
case, p. 399. 


Orders, § 1 — Setting of hearing — Characterization as notice. 
3. An order of the Federal Power Commission fixing a date for a hearing, 
requiring respondents to appear, and requiring them to produce informa- 
tion and documents described in the order is, in fixing a date for hearing, 
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nothing more than a notice; and the statute confers no authority upon the 
Commission to enforce its direction to appear, testify, or produce books 
and papers save by application to a Federal court, in which proceeding 
respondents would have full opportunity to contest the validity of the 


order, p. 400. 


[May 23, 1938.] 


Speers to review decree of United States Circuit Court 
of Appeals for the Third Circuit restraining the Federal 
Power Commission from continuing an investigation until tt 
has determined an issue raised for rehearing; reversed and 


remanded with direction. 


For decision by lower court, see 


23 P.U.R.(N.S.) 161. 


APPEARANCES: Oswald Ryan, of 


Washington, D. C., argued the cause 
for petitioner ; Walter Biddle Saul, of 
Philadelphia, Pennsylvania, and Ed- 
ward F. Huber, of New York city, 
argued the cause for respondents. 


Mr. Chief Justice HuGuHeEs deliv- 
ered the opinion of the court: On 
January 6, 1936, the Federal Power 
Commission instituted an investiga- 
tion to determine. the “conditions, 
practices, and matters regarding the 
ownership, operation, management, 
and control” of the respondent corpo- 
rations. The order directed respond- 
ents to file with the Commission cop- 
ies of contracts and statements of 
working arrangements between re- 
spondents and persons controlling 
them, and statements of charges on re- 
spondents’ books for 1934 and 1935 
representing payments made and obli- 
gations incurred to such persons. Re- 
spondents were also directed to make 
their books, records, etc., available for 
examination by the Commission’s rep- 
resentatives. The investigation was 
instituted on representations of the 
governor and Public Service Commis- 
sion of Pennsylvania. 


Respondents challenged the jurisdic- 
tion of the Commission to make the 
order, and, reserving their right to 
question its legality, they furnished 
various data and information. Fol- 
lowing an examination of the books 
and records of respondents, the Com- 
mission’s examiners submitted a re- 
port on December 10, 1936. 

Thereupon the Commission, on Jan- 
uary 26, 1937, made an order provid- 
ing that a hearing should be held on 
March 3, 1937. The order recited that 
the respondents had reported charges 
appearing upon their books which rep- 
resented payments made and obliga- 
tions incurred to named persons as 
(a) “conceded affiliates” and (b) “not 
conceded affiliates,” respectively ; that 
the examination of the books and rec- 
ords of respondents and of admitted 
affiliates disclosed transactions between 
respondents and additional named per- 
sons, and that the accounting repre- 
sentatives of the Commission had sub- 
mitted a report indicating that certain 
named persons “control respondents, 
or are controlled by the same persons 
which control respondents.” The or- 
der then directed respondents to ap- 
pear at the hearing, as stated, and to 
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present information bearing upon the 
question of control and _ specifically 
showing (1) their form of organiza- 
tion, respectively, (2) their articles 
of incorporation, partnership agree- 
ments or other documents of organi- 
zation, (3) the names and address- 
es of partners, directors, officers, 
trustees, and agents, (4) the own- 
ership held by such persons “in 
or over any other person named 
above,” as well as the manner by 
which such ownership was main- 
tained, and (5) such other data as 
might from time to time be required 
by the Commission. The order fur- 


ther directed that a copy of the report 
prepared by the accounting represent- 
atives of the Commission should be 
served on each person named, and the 
Commission gave notice that the hear- 
ing would be had by the Commission 
sitting jointly with the Public Service 


Commission of Pennsylvania. See 
Federal Power Act [August 26, 
1935], § 209(b), 49 Stat. at. L. 803, 
853, Chap. 687, 16 USCA 824h. 
Respondents then filed with the 
Commission a petition for rehearing 
as to the order of January 26, 1937, 
asking for the vacating of that order 
and the termination of the proceed- 
ing initiated by the order of January 
6, 1936. Respondents contended that 
the Commission lacked jurisdiction 
to conduct an investigation concern- 
ing the propriety of contracts and 
working arrangements between re- 
spondents and third persons, and, in 
particular, (1) that the Commission 
was without power to investigate for 
the purpose of supplying information 
to a state Commission for use in local 
proceedings for violations of local 
law, and, (2) that as to three of the 


24 P.U.R.(N.S.) 


SUPREME COURT 


respondents the Commission was with- 
out jurisdiction of their persons be- 
cause they were not “public utilities” 
as defined in the Federal Power Act, 
The Commission thereupon ad- 
journed without day the hearing dj- 
rected by the order of January 26, 
1937. Later, the Commission grant- 
ed the petition for rehearing and as- 
signed “the matters involved” for 
hearing on April 14, 1937. Respond- 
ents then appeared and _ introduced 
evidence tending to support their ob- 
jections to the Commission’s juris- 
diction. The Commission’s counsel 
then introduced evidence on its behalf. 
Respondents objected to its admissibil- 
ity upon the ground that it was imma- 
terial to the issues presented by the 
petition for rehearing. Their objec- 
tion was overruled and respondents 
then asked the examiner to certify to 
the Commission the request to define 
the issues to be determined on the pe- 
tition for rehearing and to instruct its 
representatives that no evidence in 
furtherance of the orders of January 
6, 1936, and January 26, 1937, be in- 
troduced. The examiner refused and 
respondents then presented a like re- 
quest to the Commission, which was 
denied on April 20, 1937, for the rea- 
son that its rules of practice did not 
provide for that method “of interim 
review of the examiner’s rulings.” 
Upon remand to the examiner, he 
again ruled against respondents, stat- 
ing that their rights could “be amply 
protected by the usual method of ex- 
ceptions” and argument thereon. 
Respondents then presented, on 
April 21, 1937, to the circuit court of 
appeals a petition asking for a rule to 
show cause why the Commission 
should not be restrained from taking 
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any steps in furtherance of the inquiry 
under the orders of January 6, 1936, 
or of January 26, 1937, until the peti- 
tion for rehearing had been disposed 
of, and from introducing any evidence 
except that which was relevant to the 
questions raised by the petition for 
rehearing. The circuit court of ap- 
peals, on July 6, 1937, issued the rule 
to show cause, as prayed, returnable 
on October 4, 1937, and on September 
7, 1937, granted a temporary stay. 
The Commission made its return to 
the rule and asked for a dismissal of 
the petition. The circuit court of ap- 
peals rendered its decision on January 
27, 1938 (94 F. (2d) 943, 23 P.U.R. 
(N.S.) 161, 165). Its decree re- 
manded the case to the Commission 
“for determination in accordance with 
the opinion” of the court and re- 
strained the Commission “from pro- 
ceeding with-its proposed inquiry and 
investigation in accordance with its 
two orders of January 6, 1936, and 
January 26, 1937, until the questions 
raised in the petition for rehearing are 
determined by it.” 


In its opinion the court stated that 
the only issues of fact raised by the 
petition for rehearing and the evidence 
of the respondents were that three of 
the respondents were not “public util- 
ities” as defined by the Federal Power 
Act and that the purpose of the in- 
vestigation was to supply information 
to the Pennsylvania Commission for 
use in local proceedings designed to 
impose penalties under the state law. 


The court said (23 P.U.R.(N.S.) 
at p. 165): “Coming to the merits 
of the case, when the petition was 
filed and granted it was the plain duty 
of the Federal Commission to deter- 
mine the issues raised in the petition. 


We are going to remand the case for 
such determination. In doing so the 
evidence admitted should be strictly 
confined to the two issues raised in the 
petition and not extended to the scope 
of the investigation proposed in the 
orders of January 6, 1936, and of 
January 26, 1937. The relation of the 
evidence to the two questions involved 
should be apparent and logical and not 
far-fetched and remotely inferential. 
Some of the evidence admitted when 
the case was before the Federal Com- 
mission on rehearing was not relevant 
and material. If both sides will seek 
to produce only such evidence as is 
clearly admissible, we venture to hope 
that the determination of the issues will 
be speedy, final, and satisfactory. 

“In remanding the case we express 
no opinion on the merits of the ques- 
tions to be decided. The determina- 
tion of them is for the Federal Com- 
mission under relevant and competent 
evidence. The act has provided a re- 
view by this court of the orders of the 
Federal Commission and no order on 
the merits is now before us. These 
proceedings were taken so that the 
questions would not be moot if and 
when they come here.” 

[1] This court granted certiorari 
and the cause has been argued. We 
are of the opinion that the circuit 
court of appeals had no jurisdiction 
to enter the decree. 


First. There was no order of the 
Commission before the circuit court 
of appeals for review. Apart from 
the question whether the order of 
January 6, 1936, or that of January 
26, 1937, can be regarded as review- 
able, no application for such a review 
had been made. 

The provision conferring appellate 
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jurisdiction on the circuit court of ap- 
peals in relation to orders of the Fed- 
eral Power Commission is found in 
§ 313 of the Federal Power Act, as 
amended by the Act of August 26, 
1935, Chap. 687, 49 Stat. at L. 860, 
861, Chap. 687, 16 USCA § 8251." 
Section 313(a) provides that any per- 
son aggrieved by an order of the Com- 
mission may apply for a rehearing 
within thirty days after its issuance 
and that no proceeding to review any 
order of the Commission shall be 


brought unless there has been an appli- 
cation for a rehearing thereon. 
Respondents say that under this pro- 
vision they could not ask review of 
the order of January 26, 1937, until 
they had sought a rehearing. They 
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did seek a rehearing and it was grant- 
ed. No appeal from the order grant- 
ing it would lie and none was attempt- 
ed. Respondents do not contend that 
there was any appeal from an order, 
or any application for a review of an 
order, pending before the circuit court 
of appeals. On the contrary, respond- 
ents say that the Commission “has 
never passed upon the objections raised 
in respondents’ petition for rehearing 
with respect to the order of January 
26, 1937”; that “concededly, the min- 
ute of the Commission granting a re- 
hearing did not purport to decide the 
objections raised in the petition for re- 
hearing” ; and that “until the Commis- 
sion has made an order determining 
those objections, respondents will not 





1“Section 313. (a) Any person, state, mu- 
nicipality, or state commission aggrieved by 
an order issued by the Commission in a pro- 
ceeding under this act to which such person, 
state, municipality, or state commission is a 
party may apply for a rehearing within thirty 
days after the issuance of such order. The 
application for rehearing shall set forth spe- 
cifically the ground or grounds upon which 
such application is based. Upon such applica- 
tion the Commission shall have power to grant 
or deny rehearing or to abrogate or modify 
its order without further hearing. Unless the 
Commission acts upon the application for re- 
hearing within thirty days after it is filed, 
such application may be deemed to have been 
denied. No proceeding to review any order 
of the Commission shall be brought by any 
person unless such person shall have made 
application to the Commission for a rehearing 
thereon. 

“(b) Any party to a proceeding under this 
act aggrieved by an order issued by the Com- 
mission in such proceeding may obtain a re- 
view of such order in the circuit court of ap- 
peals of the United States for any circuit 
wherein the licensee or public utility to which 
the order relates is located or has its principal 
place of business, or in the United States court 
of appeals for the District of Columbia, by 
filing in such court, within sixty days after 
the order of the Commission upon the appli- 
cation for rehearing, a written petition pray- 
ing that the order of the Commission be modi- 
fied or set aside in whole or in part. A copy 
of such petition shall forthwith be served upon 
any member of the Commission and thereupon 
the Commission shall certify and file with the 
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court a transcript of the record upon which 
the order complained of was entered. Upon 
the filing of such transcript such court shall 
have exclusive jurisdiction to affirm, modify, 
or set aside such order in whole or in part. 
No objection to the order of the Commission 
shall be considered by the court unless such 
objection shall have been urged before the 
Commission in the application for rehearing 
unless there is reasonable ground for failure 
so to do. The finding of the Commission as 
to the facts, if supported by substantial evi- 
dence, shall be conclusive. If any party shall 
apply to the court for leave to adduce addi- 
tional evidence, and shall show to the satis- 
faction of the court that such additional evi- 
dence is material and that there were reason- 
able grounds for failure to adduce such evi- 
dence in the proceedings before the Commis- 
sion, the court may order such additional 
evidence to be taken before the Commission 
and to be adduced upon the hearing in such 
manner and upon such terms and conditions 
as to the court may seem proper. The Com- 
mission may modify its findings as to the 
facts by reason of the additional evidence so 
taken, and it shall file with the court such 
modified or new findings which, if supported 
by substantial evidence, shall be conclusive, 
and its recommendation, if any, for the modi- 
fication or setting aside of the original order. 
The judgment and decree of the court, affirm- 
ing, modifying, or setting aside, in whole or 
in part, any such order of the Commission, 
shall be final, subject to review by the Su- 
preme Court of the United States upon cer- 
tiorari or certification as provided in §§ 239 
and 240 of the Judicial Code, as amended (28 
USCA §§ 346 and 347).” 
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be in a position to perfect an appeal to 
the circuit court of appeals should the 
Commission’s determination make 
that necessary.” 

Second. Respondents seek to sus- 
tain the action of the circuit court of 
appeals by virtue of the authority con- 
ferred by § 262 of the Judicial Code, 
28 USCA § 377, which provides that 
the Federal courts shall have power “to 
issue all writs not specifically provided 
for by statute, which may be necessary 
for the exercise of their respective 
jurisdictions, and agreeable to the us- 
ages and principles of law.”’ The ar- 
gument is that the circuit court of ap- 
peals could intervene to protect its 
prospective appellate jurisdiction. We 
are of the opinion that this contention 
is unsound and that the circuit court 
of appeals in the circumstances dis- 
closed had no appellate jurisdiction to 
protect. 


[2] The argument proceeds on the 
view that the order of January 26, 
1937, despite its preliminary character, 
was a reviewable order subject only 
to the requirement that an application 
for rehearing should first be made. 
Reliance is placed on § 313(b) of the 
Federal Power Act that “Any party 
to a proceeding under this act ag- 
grieved by an order issued by the Com- 
mission in such proceeding may obtain 
a review of such order in the circuit 
court of appeals.” But neither this 
language, nor that of § 313(a), should 
be construed as authorizing a review 
of every order that the Commission 
may make, albeit of a merely proced- 
ural character. Such a construction, 
affording opportunity for constant de- 
lays in the course of the administra- 
tive proceeding for the purpose of re- 
viewing mere procedural requirements 
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or interlocutory directions, would do 
violence to the manifest purpose of 
the provision. 

The context in § 313(b) indicates 
the nature of the orders which are sub- 
ject to review. Upon service of the pe- 
tition for review, the Commission is to 
certify and file with the appellate court 
“a transcript of the record upon which 
the order complained of was entered.” 
The statute contemplates a case in 
which the Commission has taken evi- 
dence and made findings. Its findings, 
if supported by evidence, are to be 
conclusive. The appellate court may 
order additional evidence to be taken 
by the Commission and the Commis- 
sion may thereupon make modified or 
new findings. The provision for re- 
view thus relates to orders of a defini- 
tive character dealing with the merits 
of a proceeding before the Commission 
and resulting from a hearing upon evi- 
dence and supported by findings ap- 
propriate to the case. 

There are persuasive analogies in 
the construction of provisions for the 
review of the orders of other admin- 
istrative bodies. The Urgent Defi- 
ciencies Act of October 22, 1913,? pro- 
vides for cases brought to enjoin, set 
aside, or suspend “any order” of the 
Interstate Commerce Commission. 
But this court has held that “there are 
many orders of the Commission which 
are not judicially reviewable under 
this provision.” See United States v. 
Los Angeles & S. L. R. Co. 273 U. 
S. 299, 309, 71 L. ed. 651, 655, P.U.R. 
1927B, 357, 47 S. Ct. 413, and cases 
cited. In United States v. Illinois 
C. R. Co. (1917) 244 U. S. 82, 61 
L. ed. 1007, 37 S. Ct. 584, the Inter- 
state Commerce Commission had 


228 USCA § 47. 
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made an order for a hearing upon an 
issue of reparation. The railroad 
company contended that the Commis- 
sion had no jurisdiction to award dam- 
ages in the case presented. A decree 
of the district court, enjoining the 
Commission from proceeding with the 
hearing was reversed by this court with 
directions to dismiss the petition. The 
“order” was not of the sort which 
brought it within the purview of the 
statute. It was a mere step in pro- 
cedure. See also, New York, O. & W. 
R. Co. v. United States (1926) 14 F. 
(2d) 850, affirmed in (1927) 273 U. 
S. 652, 71 L. ed. 823, 47 S. Ct. 334. 
Negative orders of the Commission 
are not reviewable. Procter & G. Co. 
v. United States (1912) 225 U. S. 
282, 56 L. ed. 1091, 32 S. Ct. 761; 
Lehigh Valley R. Co. v. United States 
(1917) 243 U.S. 412, 414, 61 L. ed. 
819, 820, 37 S. Ct. 397. A final re- 


port by the Commission on value un- 
der § 19a of the Interstate Commerce 
Act, though called an order, is not re- 


viewable. United States v. Los An- 
geles & S. L. R. Co. supra. Compare 
United States v. Atlanta, B. & C. R. 
Co. (1931) 282 U. S. 522, 527, 75 
L. ed. 513, 517, 51 S. Ct. 237: Great 
Northern R. Co. v. United States 
(1928) 277 U. S. 172, 181, 72 L. ed. 
838, 841, 48 S. Ct. 466; United States 
v. Griffin (1938) — U. S. —, 82 
L. ed. —, 58 S. Ct. 601; Shannahan v. 
United States (1938) — U. S. —, 
82 L. ed. —, 58 S. Ct. 732. With 
respect to other regulatory bodies, it 


has been held that mere preliminary 
or procedural orders are not within the 
statutes providing for review by the 
circuit court of appeals. Minneapolis 
Chamber of Commerce v. Federal 
Trade Commission (1922) 280 Fed, 
45, 48; Ames Baldwin Wyoming Co, 
v. National Labor Relations Board 
(1934) 73 F. (2d) 489, 490; Jones 
v. Securities & Exchange Commission 
(1935) 79 F. (2d) 617, 619; (1936) 
298 U. S. 1, 14, 80 L. ed. 1015, 1020, 
56 S. Ct. 654. So, attempts to en- 
join administrative hearings because 
of a supposed or threatened injury, 
and thus obtain judicial relief before 
the prescribed administrative remedy 
has been exhausted, have been held to 
be at war with the long-settled rule 
of judicial administration. Myers v. 
Bethlehem Shipbuilding Corp. (1938) 
— U.S. —, 82 L. ed. —, 58 S. Ct. 
459. See also Securities & Exchange 
Commission v. Andrews (1937) 88 
F. (2d) 441. 

[3] The Commission’s order of 
January 26, 1937, (a) fixed a date 
for hearing, (b) required respondents 
to appear, and (c) required them to 
produce the information and docu- 
ments described. In fixing a date for 
hearing, the order was nothing more 
than a notice. United States v. Illi- 
nois C. R. Co. supra. The statute con- 
fers no authority upon the Commission 
to enforce its directions to appear, tes- 
tify, or produce books and papers save 
by application to a Federal court un- 
der § 307(c).* Upon such an appli- 





8 Subdivision (c) of § 307 of the Federal 
Power Act (16 USCA § 825f) is as follows: 

“(c) In case of contumacy by, or refusal to 
obey a subpoena issued to, any person, the 
Commission may invoke the aid of any court 
of the United States within the jurisdiction 
of which such investigation or proceeding is 
carried on, or where such person resides or 
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carries on business, in requiring the attend- 
ance and testimony of witnesses and the pro- 
duction of books, papers, correspondence, 
memoranda, contracts, agreements, and other 
records. Such court may issue an order re- 
quiring such person to appear before the 
Commission or member or officer designated 
by the Commission, there to produce records, 
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cation, the court may require attend- 
ance, testimony, and the production of 
hooks and papers touching the matter 
yider investigation and failure to 
obey such an order of the court may be 
punished by it as a contempt. We 
think that this provision embraces all 
cases of alleged “‘contumacy” on the 
part of any person who is required to 
attend, give testimony, or produce doc- 
uments. Upon such an application by 
the Commission for the enforcement 
of its order, respondents would have 
full opportunity to contest its validity. 
See Jones v. Securities & Exchange 
Commission, supra. In the instant 
case no such application by the Com- 
mission has been made. Section 307 
(c) also provides that any person who 
willfully fails or refuses to attend and 
testify, or produce books and papers, 
in obedience to the subpoena of the 
Commission, shall be guilty of a mis- 
demeanor and be subject to fine and 


imprisonment. The qualification that 
the refusal must be “willful” fully pro- 
tects one whose refusal is made in good 
faith and upon grounds which entitle 
him to the judgment of the court be- 
fore obedience is compelled. 

The Commission’s order of January 
26, 1937, lay outside any appellate 
jurisdiction conferred by the statute 
upon the circuit court of appeals. In 
that view, § 262 of the Judicial Code 
gives no support to the decree under 
review and its injunction and instruc- 
tions to the Commission must be re- 
garded as unauthorized. 

The decree of the circuit court of 
appeals is reversed and the cause is 
remanded with directions to dismiss 
the respondents’ petition. 

It is so ordered. 

Mr. Justice Roberts and Mr. Jus- 


tice Cardozo took no part in the con- 
sideration and decision of this case. 





if so ordered, or to give testimony touching 
the matter under investigation or in question; 
and any failure to obey such order of the 
court may be punished by such court as a 
contempt thereof. All process in any such 
case may be served in the judicial district 
whereof such person is an inhabitant or 
wherever he may be found or may be doing 
business. Any person who wilfully shall fail 
or refuse to attend and testify or to answer 


any lawful inquiry or to produce books, pa- 
pers, correspondence, memoranda, contracts, 
agreements, or other records, if in his or 
its power so to do, in obedience to the sub- 
peena of the Commission, shall be guilty of 
a misdemeanor and, upon conviction, shall be 
subject to a fine of not more than $1,000 or 
to imprisonment for a term of not more than 
one year, or both.” 
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York Balen Company 


Public Utility Commission 


(— Pa. Super. Ct. —, 198 Atl. 920.) 


Security issues, § 44 — Purpose of regulation — Public benefit or detriment. 
1. A statutory provision that the Commission shall register a securities cer- 
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tificate if it shall find that issuance in the amount, of the character, and for 
the purpose therein proposed is necessary or proper for the present and 
probable future capital needs of the public utility contemplates the reason. 
able regulation of securities to be issued by the utility company in the jp. 
terest and to the benefit and advantage of the public served by the company: 
and neither this provision nor a provision extending the meaning of the 
term “issuance of securities” so as to include the making of any change in 
any term or condition of securities furnishes any ground on which to base 
an order that is of benefit to neither the public nor the utility company and 
the natural and probable consequences of which will be the death of the 
utility company, the stopping of its service to the public, and considerable 
loss to its security holders, p. 404. 


Security issues, § 1 — Purpose of regulatory law. 


2. The Public Utility Law is not a “Blue Sky” law, but the public for whose 
benefit the act is concerned is the public who use or desire to use the 
service and facilities of the utility company, or of some other utility com- 
pany, and who may be affected by the operation of the public utility; and 
it does not refer to the general investing public, but any advantage or bene- 
fit accruing to the investing public is incidental only, p. 405. 


Security issues, § 9 — Extension of bond maturity — Arbitrary disapproval by 
Commission. 


3. Rejection by the Commission of a certificate as to extension of maturity 
of bonds in excess of a stated amount, because of the opinion of the Com- 
mission that a larger amount would create an unsatisfactory relationship 
to assets, was held to be without justification, unsupported by evidence, and 
so arbitrary and unreasonable as to amount to error of law, where rejection 
of the excess would result in throwing a going public utility, which had 
always met the interest on its obligations and materially reduced the prin- 
cipal, into bankruptcy, disrupting, if not destroying, its service and causing 
considerable loss to the holders of its bonds, p. 405. 


[May 6, 1938.] 


y gene from order of Commission rejecting in part a cer- 

tificate for registration as to an extension of the maturity 

of bonds; reversed and record remitted with directions to 

register certificate. For Commission decision, see 21 P.U.R. 

(N.S.) 269, and for related case in supreme court, see 24 
P.U.R.(N.S.) 405, post. 


>» 


Argued before Keller, P. J., and ward Knuff, Counsel, both of Harris- 
Cunningham, Baldrige, Stadtfeld, burg, for appellee. 


Pepieet, and ROMS, J}- Per CurtamM: York Railways 

APPEARANCES: Harold J. Ryan, of Company has appealed from the or- 
Reading, and Walter B. Saul and der of the Public Utility Commission, 
Saul, Ewing, Remick & Saul, all of entered November 23, 1937, 21 
Philadelphia, for appellant; John C. P.U.R.(N.S.) 269, (1) refusing to 
Kelley, Assistant Counsel, and Ed- register its certificate filed July 21, 
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YORK RAILWAYS CO. v. PUBLIC UTILITY COMMISSION 


1937, under Art. VI, § 601 et seq., 
of the Public Utility Law,’ extending 
the maturity of $5,000,000 principal 
amount of its first mortgage 5 per cent 
bonds, maturing December 1, 1937, 
for ten years from that date; (2) per- 
mitting the registration of such cer- 
tificate as to the said extension of ma- 
turity of only $3,300,000 thereof ; and 
(3) rejecting the certificate as to the 
extension of maturity of any bonds in 
excess of $3,300,000 principal amount. 

Because of the emergency confront- 
ing the company by reason of such 
action, it has requested a prompt de- 
cision of the appeal. 

All of the judges who heard the ar- 
eument are of opinion that the order 
must be reversed and the record re- 
mitted to the Commission with direc- 
tion to register the certificate as prayed 
for. Because of the need for a prompt 
decision of the matter, we shall, at 
this time, do no more than enter the 
judgment and state our main reason 
for such action, leaving the filing of a 
more extended opinion, if deemed ad- 
visable, to a later date. 


The bonds referred to in the certifi- 
cate are part of an issue of $10,000,- 
000 5 per cent first mortgage bonds 
dated December 2, 1907, and payable 
in thirty years (December 1, 1937), 
secured by a mortgage given to Guar- 
antee Trust & Safe Deposit Company, 
now Tradesmans National Bank & 
Trust Company, by the appellant, a 
street railway company incorporated 
under the laws of the commonwealth 
of Pennsylvania. 

As of May 31, 1937, $3,884,000 of 
these bonds had been retired, leaving 
$6,116,000 outstanding. The appel- 





1Act of May 28, 1937, P. L. 1053, 66 PS 
§ 1241 et seq. 
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lant in its amended certificate, and as 
presented to this court, proposed to re- 
duce the outstanding bonds to $5,000,- 
000, as of December 1, 1937, and 
sought to extend the maturity of this 
amount for ten years, or until Decem- 
ber 1, 1947, with provisions for the 
withholding of dividends and the ap- 
plication of surplus to the earnings 
for the retirement of additional bonds 
until the principal amount of the bonds 
is reduced to $4,000,000. 

In addition to the mortgage on the 
appellant’s property, the trustee under 
the mortgage holds as security for the 
bonds all the outstanding stock of the 
Edison Light & Power Company— 
which is wholly owned by York Rail- 
ways Company—a note of Edison 
Light & Power Company, in the 
amount of $1,066,559.48, which is the 
property of York Railways Company, 
and a substantial ownership in the 
notes or stock of York Steam Heating 
Company, Glen Rock Electric Light 
& Power Company, and NYPANJ, 
affiliated companies. 

The Commission, in a proceeding 
instituted on its own motion against 
said Edison Light & Power Company, 
has fixed a rate base valuation for the 
purpose of prescribing temporary 
rates, pending the determination of 
said proceeding, at $5,250,000, on 
which a return of 6 per cent or $315,- 
000 annually has been allowed. The 
company is contesting in the Federal 
court this proceeding, which reduces 
its annual revenue from $750,000 to 


$315,000. 


Appellant does not propose to issue 
any new bonds or securities, but asks 
authority to stamp on the bonds out- 
standing in the sum of $5,000,000 an 
extension of maturity for ten years, 


24 P.U.R.(N.S.) 
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if the holders of said bonds are will- 
ing to allow such extension, and at- 
tach thereto twenty semiannual cou- 
pons covering the interest payments. 

The record before us leaves no 
doubt that such an extension of matu- 
rity is “necessary . for the pres- 
ent and probable future capital needs” 
of the company, within the language 
of § 603 of the Public Utility Law, 
66 PS § 1243. In fact, the attorney 
for the Commission, who very ably 
presented the argument for the Com- 
mission, admitted that, unless the cer- 
tificate of extension was registered in 
the amount of $5,000,000— instead of 
the $3,300,000 registered by the Com- 
mission—the appellant would be 
obliged to go into bankruptcy. That 
such a step would result in very great 
loss to the holders of these bonds 
there can be little doubt, and that the 
public service now being furnished by 
the appellant would be seriously inter- 
fered with, if not destroyed, is not 
open to question. 

[1] The Public Utility Law, § 603, 
66 PS § 1243, requires the Commis- 
sion to register the certificate, “if it 
shall find that the issuance . . . of 
securities in the amount, of the char- 
acter, and for the purpose therein pro- 
posed, is necessary or proper for the 
present and probable future capital 
needs of the public utility filing such 
securities certificate.” The Commis- 
sion’s reason for registering the cer- 
tificate as to the extension of only $3,- 
300,000 bonds and rejecting it as to 
the remaining $1,700,000 was that “in 
order to create a satisfactory relation- 
ship between the bonds to be extended 
and the assets upon which they are a 
lien the bonds should be reduced to 
$3,300,000 in principal amount.”’ 
24 P.U.R.(N.S.) 


This was presumably done under 
the provision immediately following 
in said section: “The Commission 
may consider the relation which the 
amount of each class of securities js. 
sued by such public utility bears to the 
amount of other such classes, the na- 
ture of the business of such public 
utility, its credit and prospects, and 
other relevant matters.”’ 

Passing by, at this time, the ques- 
tion raised by the appellant as to the 
constitutionality of § 601 of the Pub- 
lic Utility Law, 66 PS § 1241, par. 
ticularly as affecting a mere exten- 
sion of the time of payment of an ex- 
isting obligation, it seems clear to us 
that the provision in the act just quot- 
ed is dealing with the consideration by 
the Commission of the issue of new, 
additional, or substituted securities 
which may affect the capital structure 
of the utility company to the injury of 
the public served by it. It contem- 
plates the reasonable regulation of se- 
curities to be issued by the utility com- 
pany, in the interest, and to the bene- 
fit and advantage, of the public served 
by the utility company. Neither it nor 
the earlier provision in the same sec- 
tion extending the meaning of the 
term “issuance of securities,” so as to 
include the making of “any change in 
any term or condition of, any stock 
certificate, or other evidence of equi-: 
table interest in itself, or any bond, 
note, trust certificate, or other evidence 
of indebtedness of itself,” furnishes 
any ground on which to base an order 
that is of benefit to neither the public 
nor the utility company and the nat- 
ural and probable consequences of 
which will be the “death” of the util- 
ity company, the stopping of its serv- 
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Courts, § 8 — Jurisdiction — State court — Injunction suit, 


1. The Dauphin county court has jurisdiction to entertain a bill to enjoin 
the Commission from acting in a case in which the powers and authority of 
the Commission to act are called in question, p. 407. 
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Injunction, § 16 — Remedy at law — Adequacy. 


2. A remedy at law, in order to oust the jurisdiction of equity, must not 
only be a legal remedy but a remedy adequate and complete, p. 407. 


Injunction, § 13 — Ground for granting — Commission rejection of securities 


certificate. 


3. The legal remedy of appeal from a Commission order denying registra- 
tion of a certificate by a public utility company for the extension of the 
time of payment of outstanding bonds by agreement with the holders there- 
of is neither adequate nor complete so as to oust equity jurisdiction, p. 407, 


Security issues, § 4 — Delegation of powers — Exemption. 
Opinion of Pennsylvania supreme court that Commission has no authority 
to act on a registration certificate where existing bonds are to be extended, 
because § 601 (a) of the act purporting to give it this power is unconstitu- 
tional, since it provides that the Commission may exempt public utilities 
as to any class of securities, in contravention of the constitutional prin- 
ciples prohibiting the delegation of legislative power, p. 408. 


[June 30, 1938.] 


Pere from decree granting injunction against Commission 

where Commission rejected in part securities certificate 

filed for extension of time of payment of bonds; decree 

affirmed. For Commission decision, see 21 P.U.R.(N.S.) 269. 
See also, ante, p. 401. 


SCHAFFER, J.: The question raised 
by appellants in this case is whether 
the Dauphin county court may enter- 
tain a bill in equity to enjoin the 
Pennsylvania Public Utility Commis- 
sion in instances where it is alleged 
the Commission is doing or attempt- 
ing to do something which it is not au- 
thorized to do, here to refuse to reg- 
ister a certificate filed by the appellee 
for the extension of the time of pay- 
ment of its outstanding bonds by 
agreement with the holders thereof. 
The bonds outstanding amount to 
$5,000,000. They were issued in 
1907, payable in thirty years, and ma- 
tured December 1, 1937. The rail- 
way company desired to extend the 
time of payment of the entire issue for 
ten years. . Assuming that the Com- 
mission might be vested with author- 
ity to register a certificate authoriz- 


24 P.U.R.(N.S.) 


ing the extension of the issue and be- 
ing fearful of the penalties if it did 
not file one the railway company filed 
a certificate. The Commission, in- 
stead of registering it as requested, 
issued an order which allowed only 
$3,300,000 of the bonds to be extend- 
ed without taking account of what was 
to become of the $1,700,000 which 
remained. The Commission granted 
this right under § 601 (a), 66 PS 
§ 1241, of the Public Utility Law . 
(Act of May 28, 1937, P. L. 1053, 
66 PS § 1101 et seq.). This section 
provides : 

“Under such regulations as the 
Commission may prescribe, every pub- 
lic utility, before it shall execute, 
cause to be authenticated, deliver, or 
make any change in any term or con- 
dition of, any stock certificate, or oth- 
er evidence of equitable interest in it- 
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self, or any bond, note, trust certifi- 
cate, or other evidence of indebted- 
ness of itself, any or all of which acts 
are hereinafter included in the term ‘is- 
suance of securities,’ shall have filed 
with the Commission, and shall have 
received from the Commission, notice 
of registration of a document to be 
known as a securities certificate: Pro- 
vided, however, That the Commis- 
sion, by regulation or order, may ex- 
empt public utilities from the require- 
ments of this paragraph as to any 
class of securities: And provided fur- 
ther, That neither (1) the execution, 
authentication, or delivery of securi- 
ties to replace identical securities lost, 
mutilated, or destroyed while in the 
ownership of a bona fide holder-for- 
value, who properly indemnifies the 
public utility therefor, nor (2) the 
execution, authentication, or delivery 
of securities in exchange for the sur- 


render of identical securities, solely 
for the purpose of registering or facili- 
tating changes in the ownership there- 


of between bona fide holders-for- 
value, which surrendered securities are 
thereupon canceled, nor (3) the de- 
livery from the treasury of the public 
utility of securities previously reac- 
quired from bona fide holders-for- 
value and held alive, shall be deemed 
an issuance of securities under this 
subsection.” 


This bill was thereupon filed to en- 
join the Commission from acting in 
the matter and the court issued a pre- 
liminary injunction, which it subse- 
quently continued. 

In the meantime, the company being 
without cash to pay off the $1,700,000 
of bonds and to save itself from fore- 
closure, was forced to file a bankrupt- 
cy petition under § 77 (b) of the 
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Bankruptcy Law, with the consequent 
loss of credit to the company. 

[1] We have no doubt about the 
right, indeed the duty, of the Dauphin 
county court, to entertain a bill to 
enjoin the Commission from acting in 
this case or in any other in which the 
powers and authority of the Commis- 
sion to act are called in question: 
Philadelphia City Passenger R. Co. v. 
Public Service Commission, 271 Pa. 
39, P.U.R.1921E, 581, 114 Atl. 642; 
Philadelphia Electric Co. v. Public 
Service Commission (1934) 314 Pa. 
207, 5 P.U.R.(N.S.) 247, 171 Atl. 
690. The Public Utility Law express- 
ly vests it with jurisdiction. Section 
1111 of P. L. 1053, 66 PS § 1441, 
provides: 

“Exclusive Jurisdiction of Dauphin 
County Court to Hear Injunctions.— 
No injunction shall issue modifying, 
suspending, staying, or annuling any 
order of the Commission, or of a 
Commissioner, except in a proceeding 
questioning the jurisdiction of the 
Commission, and then only after 
cause shown upon a hearing. The 
court of common pleas of Dauphin 
county is hereby clothed with exclu- 
sive jurisdiction throughout the com- 
monwealth, of all proceedings for 
such injunctions, subject to an appeal 
to the superior court as aforesaid.” 

[2,3] It is said by appellants that 
appellee has a remedy at law by ap- 
pealing from the order of the Com- 
mission. In order to oust the juris- 
diction of equity there must not only 
be a legal remedy but that remedy 
must be adequate and complete: Peo- 
ples-Pittsburgh Trust Co. v. Saupp 
(1936) 320 Pa. 138, 145, 182 Atl. 
376; Edison Illuminating Co. v. East- 
ern Pennsylvania Power Co. (1916) 
24 P.U.R.(N.S.) 
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253 Pa. 457, 465, 98 Atl. 652. Here 
the legal remedy is neither, as the 
events which followed the Commis- 
sion’s order show. It is said that a 
supersedeas could have been applied 
for, but a supersedeas would have 
accomplished nothing. It would have 
stranded the company with no certifi- 
cate at all and it could have made no 
agreement with its bondholders. 

The company did appeal to the su- 
perior court from the action of the 
Commission and that court passing 
the constitutional question which 
§ 601 (a) of the act raises, has de- 
termined that the certificate rejecting 
the registration of all bonds in excess 
of $3,300,000 is without reasonable 
justification, that the order was arbi- 
trary and unreasonable and directed 
that the entire issue of $5,000,000 be 
registered as prayed for. On petition 
of the Commission for leave to ap- 
peal to us, we have simultaneously 
herewith refused the appeal. Lest this 
action might be misunderstood, we de- 


sire to state that in our view the sy. 
perior court did not go as far as it 
might have. We are of the opinion 
that the Commission has no authority 
to act where existing bonds are to be 
extended, because § 601 (a) of the 
act purporting to give it this power is 
unconstitutional. The section pro- 
vides that the Commission may exempt 
public utilities as to any class of se- 
curities. Principles prohibiting the 
delegation of legislative power forbid 
the grant to a legislative body of the 
power to prescribe which securities 
come within the act and which do not: 
National Transit Co. v. Boardman 
(1938) 328 Pa. 450, 197 Atl. 239, and 
cases there cited. Such a power would 
enable the Commission to nullify the 
section. This is not permissible un- 
der our constitutional provisions: 
Holgate Bros. Co. v. Bashore (1938) 
— Pa. —, 200 Atl. 672. 

The decree is affirmed. Costs to be 
paid by the Pennsylvania Public Util- 
ity Commission. 
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Industrial Progress 


Selected information about manufacturers, 
new products, and new methods. Also news on 
personnel changes, recent and coming events. 


A.T.A. Convention Plans First 
Canadian Meeting 


or 56 years, the Canadian members of the 

American Transit Association have been 
crossing the international border to attend 
A.T.A. conventions. Now, for the first time 
in history, the annual convention of the Asso- 
ciation is being held in Canada. Toronto will 
be the host city for the 1938 meeting which 
convenes Monday, October 3rd at the Royal 
York Hotel. Morning and afternoon sessions 
are scheduled for October 3rd, 4th and 5th. 
The convention will close following a noon 
session, October 6th. 

In the traditional Canadian spirit of hospi- 
tality, preparations are being made to assure 
the comfort and enjoyment of all delegates. 
In many ways, the meeting promises to be 
excitingly different from all previous A.T.A. 
annual gatherings. 

The Program Committees have made a de- 
termined effort to build the program along 
functional lines. The Program Committees 
first determined the subjects which they 
thought would be of most interest to the dele- 
gates. Then they set about obtaining the most 
authoritative speakers on these subjects. The 
resulting program will be not only stimulating 
and interesting, but of definite value in dollars 
and cents to every transit company executive 
and department head who attends. 


New Centrifugal-Speed Relay 
Adjustable in Operation 
A 


NEW centrifugal-speed relay for control- 

ling practically all types of rotating ma- 
chinery in the speed classification between 70 
and 4000 r.p.m., has been announced by the 
Central Station Department of the General 
Electric Company. Designated Type GCR-10, 
the new relay may be set to indicate either ex- 
cessively high or low speeds or both, and for 
synchronous-speed indication as well. 

Feature of the new GCR-10 relay is that it 
is adjustable in operation. Calibration within 
range of the relay may be made without stop- 
ping the machine. 

The new relay may be mounted vertically 
or horizontally, and will operate with clock- 
wise or counterclockwise rotation. Mainte- 
nance is negligible inasmuch as it has no cur- 
rent-carrying brushes and slip rings to serv- 
ice. Its sealed ball bearings require no lubri- 
cation. 

Rotor mechanism consists of the rotor 
proper, with variable detachable weights, bal- 


and universities recently completed a one-week 
course of instruction in the fundamentals of : 
punched card accounting at the school house’ 
maintained by International Business Machines 


ancing spring, and contact-tripping linkages! 
The mechanism is mounted on a strong ste¢ 
shaft supported by sealed ball bearings, An 
insulated flexible coupling allows for end play 
of the driving shaft and any slight misalign- 
ments that may occur in mounting. In addj- 
tion, the coupling serves as an insulator to 
prevent shaft currents from passing to the 
relay. 

Switches mounted on the stationary part of 
the relay are separately adjustable in posi- 
tion, and are readily interchangeable to pro- 
vide either automatic or manual reset. 


Utility to Spend $3,000,000 in 
Three-year Program 


HE Virginia Public Service Co. plans a 
three-year $3,000,000 construction pro- 
gram, according to a recent announcement. 
The utility recently filed an agreement with 
the State Corporation Commission which pro- 
vides for a three-year program of maintenance, 
replacements, renewais, betterments, new con- 
struction and line extensions for the improve- 
ment of its services. 


Census Farm Report Shows 
More Electric Facilities 


pp shi gt a increases in the proportion of 
farm dwellings lighted by electricity, pro- 
vided with bathrooms, and having radios is 
indicated from the results of a special 1938 
survey, according to a report issued by Direc- 
tor William L. Austin, of the Bureau of the 
Census, Department of Commerce. 

Farm tractors showed a decided increase in 
number, motor trucks on farms increased ma- 
terially and automobiles showed a consider- 
able gain, the report said. The proportion of 
farms provided with telephones showed very 
little change. 

The survey covering some 3,000 farms in se- 
lected counties of forty states was made 
through the codperation of the Division of 
Crops and Live Stock Estimates, Department 
of Agriculture, and the Bureau of the Cen-} 
sus, Department of Commerce. 


IBM Instructs Professors 


croup of forty-one college professors and | 
instructors from twenty-three colleges” 


Mention the FortnicHtLy—It identifies your inquiry 
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38 INDUSTRIAL PROGRESS (Continued) 


Corporation at its Endicott, N. Y. plant, ac- 
cording to an announcement by Frederick W. 
Nichol, vice president and general manager. 

The members of the class are professors or 
instructors of accounting, engineering adminis- 
tration, economics, industrial engineering, 
political economy, business administration, 
mechanical engineering and allied subjects, 
who took the course in order to improve their 
own classroom work. 


International Management 
Congress Meets in U. S. 


HE program of the Seventh International 

Management Congress, scheduled to meet 
in Washington, D. C., September 19th-23rd, 
announced by William L. Batt of Philadelphia, 
chairman of the codrdinating committee, con- 
tains scheduled addresses and papers by more 
than 200 experts in the fields of administration, 
production, distribution, personnel, agricul- 
ture, and the home. 

More than 2,000 Americans, and from 300 
to 500 from other countries, are expected to 
attend the Congress, a triennial event, the first 
to be held in the United States. 

Speakers and contributors of papers will de- 
velop the two official themes of the meeting— 
“recent developments in management” and 
“economic and social aspects of management.” 
At the general sessions a feature will be the 
presentation of both American and foreign 
points of view on the most important aspects 
of management in relation to social and eco- 
nomic problems. 

Among the speakers announced in the pro- 
gram are Cordell Hull, Secretary of State; 
Daniel C. Roper, Secretary of Commerce; 
Lewis H. Brown, president of the Johns-Man- 
ville Corp. ; W. J. Cameron, Ford Motor Com- 
pany; Karl T. Compton, president of Massa- 
chusetts Institute of Technology; William 
Allen White, editor, The Emporia Gazette; 
and John G. Winant, director, International 
Labor Office. ' 


Unishear Contest Announced 


TANLEY Electric Tool Division, The Stanley 
S Works, New Britain, Connecticut, has 
launched a contest to find out who owns the 
oldest “Mighty Midget” Unishear still in use. 
The winning company, shop or person will re- 
ceive a brand new “Mighty Midget.” The con- 
test opens September 15th, and will run until 
October 31st of this year. 

To compete in the contest, firms are re- 
quested to send to Stanley the serial number 
of their “Mighty Midget” Unishear and de- 
scribe briefly type of work for which it is 
used. It is expected that the oldest “Mighty 
Midget” Unishear in use will not carry the 
name Stanley, as “Mighty Midget” Unishears 
were not added to the Stanley Line of electric 
tools until 1929. Previous to that date, they 
were manufactured by Unishear Company of 
New York. 


Propeller Turbine Has 
Automatic Adjustment 


7° maintain high efficiency of propeller. 
type turbines when load or head changes 
the Newport News Shipbuilding & Dry Dock 
Co. has developed a design to permit adjust. 
ing the angle of the runner blades to suit each 
condition. 

The runner blades are adjusted automatic. 
ally to the most efficient angular position for 
any load within unit capacity under either con- 
stant or variable head. Vane angle is adjusted 
by the water volume flowing through the run. 
ner, this quantity being regulated to suit the 
load by conventional-type wicket gates oper- 
ated by an oil-pressure regulator. 


A unit of this new design has been in opera- 
tion since December, 1935, in the Kanawha 
Valley Power Company’s Marmet plant on 
the Kanawha River, near Charleston, W. Va, 
Rated 7,600 hp. under 23-ft. net head at 9 
r.p.m., this unit has developed about 8,500 hp. 
under that head, compared to 6,600 hp. for a 
fixed-vane turbine operating under the same 
conditions. 


G-E Water-Cooled‘‘ Midget Sun” 
Produces Brilliant Light 


MIDGET sun in the form of a 1000-watt 

mercury lamp, no larger than a cigarette 
yet designed to attain a brilliancy equivalent 
to about one-fifth that of the sun’s surface, 
has been announced by the Incandescent Lamp 
Department of General Electric Company. 

Since the light source, an arc, is highly con- 
centrated and is apprixomately 12 times as 
brilliant as the incandescent filament of a 1000- 
watt standard projection lamp, G-E engineers 
believe the water-cooled midget sun will revo- 
lutionize lighting practice in numerous fields 
of light projection. Results of numerous 
laboratory tests indicate that the new lamp can 
be used to great advantage in photo-engraving 
work, in blueprinting, photo-enlarging, in 
search lights, and for therapeutic application. 

The new lamp consists of a little quartz 
tube. Confined within a tiny bore inside the 
tube is a globule of mercury and a trace of 
argon gas. Each end of the quartz tube is 
furnished with a brass ferrule which provides 
proper electrical contact. 

In producing so brilliant a light, the midget 
sun develops such high pressure and heat as 
to destroy itself unless the lamp is properly 
water cooled. By developing an ingenious 
water cooling jacket, permitting three quarts 
of water per minute to flow past the gleam- 
ing mercury lamp, engineers found a practical 
way to carry off the excess heat without affect- 
ing the light output. 

Like other mercury lamps, the water-cooled 
lamp requires a special transformer for start- 
ing and operation. It arrives at full brilliancy 
almost immediately. Average life of the lamp 
when operated at intervals of 25 minutes on 
and 15 minutes off is given at 50 hours, 
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)FTEN PAYS 


OR ITSELF ON one JOBE 


@ A development with public utilities is the use of 
these hammers in driving ground rods to depths of 
over 200 feet. There is available some interesting 
information which is yours for the asking. Efficient 
and economical in all types of hammer work such 
as drilling, cutting, driving, breaking and tamping. 


No auxiliary equipment is needed. 


BARCO MANUFACTURING CO. 


1803 W. Winnemac Avenue, Chicago, Ill. 


q BARCO,. ssaun 
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Barco hammers are known for their 
portability, efficiency and economy. 





INDUSTRIAL PROGRESS (Continued) 


Mooring Bus for Blimps 
Facilitates Operations 


| Feerseessae) be or with better methods of 
ground handling for non-rigid airships or 
“plimps,” Goodyear experts have devised a 
mooring bus that is not only of great assistance 
in getting the ships in and out of their docks, 
but also provides mooring facilities when they 
are operating away from the base. When a 
ship is traveling from town to town, its crew 
(much smaller than in the days before moor- 
ing buses were used) rides in the bus, which 
is equipped with radio for communication with 
the ship overhead, has sleeping facilities for 
the men who stand watch during the night 
while the ship swings at the mast. 

On top of the bus is the strong mast, which 
may be folded down out of the way when 
not in use. On each side is an outrigger, which 
gives the bus additional ability to withstand 
the pull of any side gusts which may strike 
the ship while it is being docked or undocked, 
or while it is moored for the night. 

Goodyear’s newest mooring bus is an Inter- 
national, which, fitted with the necessary mast 
and outriggers, radio and living quarters, is 
in daily service with the Goodyear Airship 
Volunteer in Los Angeles. 

The new International unit recently accom- 
panied the Volunteer on an interesting trip to 
Litchfield Park, Goodyear’s big farm in the 
Salt River Valley near Phoenix. Due to a 
new radio installation on the bus, it was able 
to engage in two-way communication with the 
Volunteer during the entire trip each way. 
Round trip covered nearly 1,000 miles, with 
the bus handling its part of the operation per- 
fectly in every respect. 


Good Public Relations Pays 
Transit Company 


WELL-ROUNDED Public Relations program, 

in which the substitution of rubber-tired 
electric trolley coaches for out-of-date street 
car equipment played an important part, has 
turned losses into profits for the Shreveport 
(La.) Railways System. 

The transit company found that the number 
of passengers carried had dropped from 13,- 
196,000-in 1920 to 9,528,000 in 1929, in spite of 
a 50 per cent increase in population to 75,000 
over that period. But since the introduction 
of trolley coaches on the system in 1931, rev- 
enues have gradually picked up, and last year’s 
figures disclosed that the company had fur- 
nished transportation for 3,203,000 more pas- 
sengers than in 1929, 

An analysis made when the business was at 
its low ebb had shown that four factors were 
responsible for the serious decline. First, the 
number of private automobiles in the city had 
increased over the period. Second, the com- 
pany had increased its rates to a point where 
the growing preference for riding in private 
automobiles could be economically justified. 
Third, sensing this, independent jitney opera- 


tors came into the picture, creating additional 
competition. Fourth, the company had failed 
to improve its service to the public, and had 
continued to offer transportation by facilities 
pate found to be unpopular with the 
pu 

Five trolley coaches were placed in opera- 
tion on one of the company’s lines in 1931, 
after a city-wide vote had unquestionably ac. 
claimed that type vehicle most desirable. Sub- 
stituted for street cars, the trolley coaches 
immediately increased patronage and conse- 
quently revenue—in spite of the fact that the 
line on which they were placed had previ- 
ously shown the greatest decline of any in 
earnings. 

Following this display of public approval, 
other lines were gradually changed over from 
street cars to trolley buses. Today, 44 electric 
trolley coaches are operated on all but one of 
the system’s lines. The one remaining line will 
have street cars only until the completion of a 
suitably-paved street can be effected for the 
changeover. Increased patronage has _per- 
mitted lower fares, which has in turn con- 
tributed to the elimination of jitney com- 
petition. 


New Standards for Electrical 
Indicating Instrument 


TANDARDS for electrical indicating instru- 
S ments to insure the possibility of obtain- 
ing quality instruments of known performance 
and operating characteristics within the range 
of present-day American manufacturing limits 
have just been completed by a representative 
committee and approved by the American 
Standards Association. In preparing the stand- 
ards, the committee made every effort to set 
up performance limits to insure that the prod- 
uct would be commercially practicable and at 
the same time of utmost quality for the partic- 
ular grade. 

The standards apply to indicating electrical 
instruments (instruments in which the present 
value of the quantity under observation is in- 
dicated by the position of a pointer relative 
to a scale) for direct current and for alternat- 
ing current of frequencies between 15 and 60 
cycles per second. Ammeters, voltmeters, 
wattmeters, frequency meters, synchroscopes, 
microfaradmeters, and ohmmeters are some of 
the types of instruments covered. The stand- 
ard does not cover indicating instruments pro- 
vided with arrangements for curve drawing, 
contact making, etc., or small instruments of 
types and sizes which are used where low cost 
is essential. 


Silex Aids for Dealers 


IX connection with its new sales promotion 
program, the Silex Company of Hartford, 
Conn., has produced new customer-attracting 
silver’ dispenser packages containing 3-color 
silver boxes of the new stringless cloth strain- 
ers, patented by Silex. Designed to stop store 
traffic—to remind customers to buy the nec- 
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Bower. and Distribution: 


TRANSFORMER 
A. 


You save in 
installation cost 


Pcie Transformers are de- 
livered with radiators permanently 
welded to the tank and completely 
filled with oil, which eliminates the 
inconvenience and cost incident to at- 
taching radiators and filling with oil 
. Rite 5,000 KVA 
after delivery. The air is removed by meer trate 
vacuum process from the core, coils 115,000 Volts 
and oil, before shipment . . . an added 
advantage possible only with this type 
construction. 


Investigate the complete Pennsylvania line! 


Representatives in All Principal Cities 


TRANSFORMER CO. 


170l--ISLAND AVENUE, N.S. 
PITTSBURGH ¢ PENNA. 
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essary cloth strainers frequently—these self- 
serving cartons are making repeat sales for 
countless retail outlets. 

The Silex stringless cloth strainers are pack- 
aged in three different quantities. One pack- 
age contains four cloths and is priced to retail 
for 10c. A second contains twelve cloths priced 
to retail at 25c. And the third—the quantity 
package—contains twenty-five stringless cloth 
strainers and is priced to retail at 50c. 

Cloth strainers have proved to be the only 
satisfactory filter yet developed, according to 
the manufacturer. Only cloths give clear, clean 
coffee free from sediment. 


Ross Proposes First Wooden 
High Tension Towers 


F : \egpetila ncn J. D. Ross recently offered 
manufacturers the chance to build the 
first major 220,000 volt wooden transmission 
towers in the United States. 

The chief of the Bonneville project has 
called for tower bids on the 39-mile high- 
tension line that will bring Columbia River 
power to western Washington, running from 
the Vancouver substation to Kelso. From that 
point a 110,000 volt line will connect with Cen- 
tralia, Raymond and Aberdeen. 

Both steel and wood pole manufacturers will 
compete for the huge order according to the 
Department of the Interior. The construction 
includes 215 high voltage towers and 160,000 
pounds of material for stubs and anchors and 
special structures. Most of the towers will 
be seventy feet or more in height, and the 
others will range downward from sixty-two 
feet. 

Manufacturers of wood or steel towers will 
be required to erect five test towers of the 
suspension, transposition and “dead-end” 
types. All designs will be subject to the ap- 
proval of Administrator Ross, and his repre- 
sentative will inspect the test towers before they 
are dismantled and shipped to the Northwest. 
Tests will begin within sixty days after the 
award of the huge contract and will be com- 
pleted within four months. Towers must be 
designed to withstand a sixty-mile-an-hour 
gale when transmission cables are swollen to 
more than two inches in diameter by deposits 
of ice and sleet. 


New ASA Year Book 


HE new American Standards Year Book, 

1938, is now available to ASA members. 
The Year Book gives the complete list of 
standardization projects, whether completed 
or still under development, with the names of 
officers and members of active committees 
working on standards. 

In addition to the names of members. of 
working committees, as well as the Board of 
Directors, Standatds Council, Member Bodies, 
correlating committees, and other official com- 
mittees, the book includes a section about the 
American Standards Association in general, 


telling how standards are developed, how the 
ASA is organized, how it cooperates both na- 
tionally and internationally, and a general an- 
swer to the question, “Why Standardize—And 
When?” 

An explanation of how companies can be- 
come members and what privileges and duties 
each type of membership entails is also in- 
cluded. 


Westinghouse Appoints Krass 
Central Station Manager 


He igs Westinghouse Electric & Manufactur- 
ing Company recently announced the ap- 
pointment of Ralph William Krass as central 
station manager of the Eastern District. 

Mr. Krass, who will continue his duties as 
manager of thé Marine Division, was gradu- 
ated from Cornell University in 1906 as 
mechanical engineer. In that year he joined the 
Westinghouse, Church, Kerr Company as an 
electrical engineer. In 1910 he went to the 
New York Edison Company as cable engineer, 
and in 1918 he jeft that company as assistant 
chief engineer. Since 1919 he has been identi- 
fied with the Central Station and Marine 
sales departments in the New York Office. 
He became manager of the Marine Division, 
Eastern District, in February, 1935. 


Safety Standards Handbook 


" aebregrord recognized industrial safety re- 


quirements have been compiled by the 
National Conservation Bureau in a Handbook 
of Industrial Safety Standards. The material 
included is drawn wherever possible from 
safety codes approved as national standards 
by the American Standards Association, or 
from safety standards adopted by other organ- 
izations such as the American Society of Me- 
chanical Engineers. 

The Handbook covers only the more impor- 
tant items in the field of industrial safety, and 
those items that are included are covered in an 
abridged form. However, it furnishes a com- 
prehensive working document helpful in de- 
termining what safety standards are available. 

Copies of the Handbook of Industrial Safety 
Standards are available without charge from 
the National Conservation Bureau, New York. 


Electrical Goods ‘Reviving 


FTER one of the sharpest downswings in its 
history, the electrical supply trade en- 
tered the last half of 1938 with prospects ap- 
propriate for a gradual resumption of activity, 
according to a recent report by Dun & Brad- 
street, Inc. Low inventories and increased de- 
mand arising from a revival in residential 
building and in industrial‘activity, the Govern- 
ment spending program} and an_ intensified 
sales campaign in household appliance lines 
were being relied upon to improve the month- 
to-month record and to bring volume at the 
year-end close to the 1936 average. 
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This machine auto- 
matically provides 
printed reports from 
punched cards. 


The same machine for 


all phases of UTILITY ACCOUNTING 


f It isn't necessary to have a large volume of business to benefit by the 
punched card method of accounting. This modern, widely accepted 
accounting method now offers a unique and economical advantage to 
small and medium-sized companies. 

J] This advantage lies in the flexibility of the machine shown above. 
This one machine will take care of practically every type of utility ac- 
counting. Automatically, from punched cards, it will prepare complete, 
alphabetic and numerical reports. By simply altering the controls on 
this machine you can switch from Billing to Payroll to Operating Ledg- 
ers—all in a matter of minutes. 

| Let us send you detailed information regarding the accounting econ- 
omy which this flexibility means to you. 


INTERNATIONAL AUS CORPORATION 


WORLD HEADQUARTERS en a BRANCH OFFICES IN 
590 MADISON AVENUE, NEW YOR . ¥. PRINCIPAL CITIES OF THE WORLD 
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Plant after plant in the Public Utility industry has swung to Rik 
Pulverizers .. . definitely establishing Riley as one of the lead 


A few Public Utilities using Riley Pulverizers ... 


Union Electric Light & Power, Cahokia . . . Repeat Order 
Edison Electric Illuminating Co., Boston . . . Repeat Orde 
Hartford Electric Light Co., Conn. .. . Repeat Order 
Potomac Electric Power Co., Washington, D. C. 
Oklahoma Gas & Electric Co. . . . Repeat Order 
Stamford Gas & Electric Co., Conn. 

City of Springfield, Ill. 

City of Tacoma, Wash. 

Savannah Electric Co., Georgia 

Dubuque Electric Co., Iowa 

Central Iowa Power & Light Co. 

Lynn Gas & Electric Co., Mass. 

Upper Michigan Power & Light Co. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT TACOMA 
ST. Lous CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY Los ANGELES ATLANTA 
COMPLETE STEAM GENERATING UNITS 
BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZ ERS - WATER-COOLED FURNACES 
PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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H. M. S. QUEEN MARY Bini le 
Westward: 2,907 miles—3 days, 21 hours, 48 minutes 
Eastward: 2,938 miles—3 days, 20 hours, 42 minutes 
Between Bishop's Rock and Ambrose Channel Light Vessel 


"Well—I see she's set a new record against 
old Father Neptune for the transatlantic 


crossing. ... 


"Yes—and speaking of Neptune, have you 
heard about the records for high initial and 
sustained accuracy set by the test require- 
ments for the precision-made Trident C.1.B. 
and Split Case Water Meters?" 


FROST PROOF oo 
With Breakable Bottom For Feostctree, ieetaltations 
to 1” Sizes %” te i” 


trident 


Neptune Meter Company, 50 West SO0th St. 
(Rockefeller Center), New York City; Neptune 
Meters, Ltd., 345 Sorauren Ave., Toronto, Canada. 
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Here ts a new book that will help the business man to 
arrive at sound viewpoints concerning the ever more im- 
portant questions of public utility regulation. The book 
supplies the necessary analysis of the nature and extent of 
regulation today—critically and impartially considers its 


Marshalling the facts— 


Interpreting issues 


and trends— 


economic significance. 





Just Published! 


Public Utility Regulation 


By G. Lloyd Wilson, Professor of Transportation and Public 
Utilities, University of Pennsylvania 

James M. Herring, Assistant Professor of Geography and 
Public Utilities, University of Pennsylvania 

and Roland B. Eutsler, Professor of Economics and Insur- 
ance, University of Florida 





—_— 





_ 


FSPSN am -® wr 


. Federal 


Chapter Headings 


Regulation before the Estab- 
lishment of State Commissions 
State Versus Local Regulation 
Regulation by State Com- 
missions 

Regulation of Accounting and 
Reporting 

Rate Regulation 

The Valuation of Public Util- 
ities 

Fair Return 

Depreciation 

Regulation of Service 
Regulation of Security Issues 
Regulation of Holding Com- 


panies 
. The Federal Government and 


the Public Utilities 


- Regulation of Motor Transpor- 


tation 

Regulation of Inter- 
state Commerce in Gas and 
Electricity 


. National Power Policy and the 


Federal Power Commission * 


. Federal Power Projects 
- Rural Electrification 
. Federal 


Regulation of Com- 


munications 


. Government Ownership 








571 pages, 6 x 9, $4.00 


This book does the job of research for the man who wants 
a full, detailed picture of the regulation situation. It is a 
correlation and analysis of facts from laws, records, court 
decisions, the literature, and other sources that have a bear- 
ing on the case. It represents the complete, integrated story 
—the history, the extent, the significance, the trend, of public 
utility regulation in the United States. 


You will appreciate the pertinently critical discussion of : 

—the emergence of regulation and its development through the state 
commissions pattern 

—the problems of state versus local regulation 

—the issues involved in regulation of accounting and reporting, rates 
and valuation for rate-making, rate of return, depreciation, service, 
security issues, etc. 

—the expanding role of the Federal Government in utility control, and 
its value in terms of the possibilities of sounder regulation 


—Governmental. experiences in undertaking power projects and pro 
moting rural electrification 

—their significance as instances of national economic planning 

—the issues of governmental versus private ownership 


Order from 


PUBLIC UTILITIES REPORTS, INC. 
MUNSEY BLDG. WASHINGTON, D. G 
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ow to Save 


Make-up 


and Boost Turbine Hours 





Over half the power generated 
for industry in America comes 
from turbines using Gargoyle 
D.T.E. Oil Light. Socony- 


Vacuum’s experience with over 
9,000 turbines helps find oper- 


ating economies 


Ree LENGTH OF SERVICE and turbine 
hours per gallon of “make-up,” no tur- 
bine oils measure up to Gargoyle D.T.E. Oil 
Light. That is why more than half the coun- 
try’s turbines rated 5000 kw. and over use 
them exclusively. This wealth of turbine 
operating experience Socony-Vacuum 
places at the disposal of your men. 


Socony-Vacuum has “kept cases” on tur- 
bine operation. This experience is made 
available without cost to turbine men. 
Pamphlets prepared on this subject will be 
sent at your request. In addition, see the 
newmoviecalled “The InsideStory,” which 
reveals exactly what Correct Lubrication 
does. Just write to the nearest Socony- 
Vacuum office for these aids. 


“*72 Years of Experience Calling’’ 


That is what the chief of a great utility 
wrote to one of his station superintendents. 
For when the Socony-Vacuum Represen- 
tative calls on you, he brings to your prob- 
lems the greatest experience in the oil busi- 
ness. Many operators find this experience 
helps them to chalk up records for efficiency 
and economy. Why not make sure to see if 
our man has something you can turn to 
your advantage? 


SOCON Y-VACUUM , 


OIL COMPANY, INCORPORATED 


STANDARD OIL OF NEW YORK DIVISION - WHITE STAR DIVISION ~ LUBRITE DIVISION - MAGNOLIA PETROLEUM COMPANY 


HICAGO DIVISION » WHITE EAGLE DIVISION - WADHAMS OIL COMPANY - GENERAL PETROLEUM CORPORATION OF CALIFORNIA 


MAKERS OF MOBILGAS, MOBILOIL, GARGOYLE INDUSTRIAL LUBRICANTS 


“ 
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@ Power transformers are the responsible serv- 
ants essential for the unfailing transmission of 
electric power, Wagner power transformers 
give unfailing service, because: (1) they are lib- 
erally designed with extra factors of safety, 
(2) materials and parts are carefuly selected 
and pre-tested, (3) the latest production meth- 
ods are utilized in their construction, (4) the 
very latest developments are embodied in their 
design after considerable engineering research, 
(5) only carefully trained workmen are used for 
their manufacture, and (6) all completed trans- 
formers are subjected to rigid and comprehen 

sive engineering and commercial tests before 
shipment to customers. Utility companies will 
find it to their advantage to give Wagner an 
opportunity to quote on their next power trans- 
former installation. In the meantime let us 
send you Wagner Power Transformer Bulletin 
No. 181, 1e100-308 


Wagner Electric Corporation 
6400 Plymouth Avenue, Saint Louis,US.A. 
MOTORS TRANSFORMERS Jalnh) BRAKES 
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as Users Appreciate the Value 


{ BARBER REGULATORS 


HE value of a Barber Regulator in fuel economy, 

safety and “gas satisfaction” can be easily demon- 
rated, and far outweighs the moderate cost of the de- 
ce, On your service calls, why not have your men take 
ong several sizes of Barber Regulators and recom- 
end their use to your customers? Many Gas Com- 
nies have found that the right regulator decreases 
prvice costs and complaints on bills. 

Barber Regulators are built to the highest standards 
precision, and operate to 3/10 pressure drop. All 
onze body, brass working parts. Sizes 4” to 12” 
sted and certified by A. G. A. Testing Laboratory. 
hese regulators are well-styled and appropriate to the 
hodern trend in heating equipment design. On appli- 
aces you sponsor, a Barber Regulator is a mark of 
uality merchandise. 


BARBER 22725 BURNERS 


Made in %”, 56”, %", %”, 
1”, 1%”, 14%”, and 2” sizes. 


Attractive folders on this Regulator 
will be furnished free, at your re- 
quest, for distribution to aed trade. 
Write for catalog and price list on 
Barber Burner Units for Gas Appli- 
ances, Conversion Burners for Furnaces 
and Boilers, and Regulators. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 





°WALL* 
)READNAUGHT 


TRADE MARK 


Blow. Torches 


noted for their scientific design, rugged 
construction and low fuel consumption. 
They will operate efficiently in an in- 
verted position and at any angle and are 
manufactured from the highest grade of 
materials by experienced workmen. 


Every Dreadnaught is service-tested be- 
fore shipment, warranted to give satis- 
faction and guaranteed against defects. 


P. WALL MFG. SUPPLY CO. 
PITTSBURGH, PA. 
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nother chance to tie up with this 
potent builder of new lighting cus- 
tomers! Another opportunity to 
sell more current by showing the 
merchants and property-owners in 
your territory the advantages of 
modern, business-building store 
front lighting and design. 


The Pittco Store Front Caravan, 
with twelve scale models of modern, 
properly illuminated store fronts, is 
going to cover the entire country 
again. If it visited your territory on 
its first trip, you'll know how help- 
ful it was to you in educating your 
prospects to a better appreciation 
of adequate store front illumination. 


The PITTCO STORE FRONT CARAVA 
R etuctns / 


This time, the Caravan will cove 
your territory more broadly tha 
before. Having presented its sto 
front exhibit in all the metropoli 
tan areas on its previous tour, i 
will this time present showings « 
its scale models in the mo 
important smaller communitie 
throughout your territory . . . giv 
ing every merchant and eve 
property owner a chance to see i 


Watch for the return of the Pitted 
Caravan ... and tie up with itil 
your sales efforts. Your neared 
Pittsburgh Plate Glass Co. brane 
can give you specific information 
as to when it will revisit you. 


beptemb 


Asi PITTS BURGH, 
PLATE GLASS COMPANY 
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lat you don 
KNOW cw were 


Even today some utilities remain unmoved by the los 





caused through current diversion, or dismiss thes 
ject as something of no immediate consequence. Ho 
ever, the before and after experiences of utilities 

have controlled the diversion evil through the use 
C-B service equipment, conclusively prove that wh 


you don’t know can hurt you! 


A further check-up of your own distribution los 

unimportant as you may suspect them, will reveal th 
profitable advantages to be gained through the use ¢ 
C-B equipment. The C-B engineering department wi 
be glad to cooperate with you in such an analysis an 
assist, without cost or obligation, in the applicatio 
of C-B service entrance equipment to present 0 


contemplated installations. Ask about Corcoras 


Brown custom fabrication facilities. 





Bulletins No. 57, 58A, 60, 61; 62 
and 63, containing full data on all 
C-B equipment, are yours for the 
asking. Send for your copies today. 





Electrical Department 
CORCORAN-BROWN LAMP DIVISION 


THE ELECTRIC AUTO-LITE COMPANY 
4900 Spring Grove Avenue Cincinnati, Ohio 
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@ A positive rear end air seal eliminating rear 
arches, and water backs, and permitting a less 
costly furnace construction .. . 50% less carbon 
loss in the ash . . . an even depth of fuel bed 
maintained automatically, side to side and 
front to rear, providing uniform passage for 
the air, eliminating stratification of the gases 
and permitting rapid pickup .. . these are just 
a few of the many exclusive features Stowe 
Stokers, and only Stowe Stokers, can give you. 

Of great importance to management and 
purchasing personnel is the unlimited fuel 
selection. Stowe Stokers of similar construction 
are burning the entire range of fuels from 5% 
Pocahontas slack to the high ash low fusing 
coals found west of the Mississippi River. They 


Public Utilities Fortnightly 


permit operators to burn the coal that repre- 

sents lowest cost per B.t.u. laid down on their 

storage piles, and to change from one coal to 

another as strikes, fires, fluctuating mine prices 

and changing rail, water or truck rates, makes 

this coal or that the most advantageous to burn. 
Characterized by impartial observers as the 

greatest forward step in mechanical firing in the 

last ten years, Stowe Stokers are the obvious 

first choice for new boiler 

and modernization projects. 

Write for a full description 

and the illustrated catalog. 

It will pay you to investigate 

Stowe Stokers’ possibilities 

for your plant! 


THE JOHNSTON and JENNINGS CO., 977 Addison Rd., Cleveland, Ohio 
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Pressure Type : | easy operation 


1-Gallon eegen = rapid discharge 
Fire long range 


Extinguisher large capacity 


Here is the big brother that comes to the rescue of the little fellow 
when he's trying to handle something beyond his capacity. 


Wherever there are big buses, trucks, gasoline pumps, electric loco- 
motives, transformers, panel boards, and large rotary units, this one- 
gallon pressure-operated Pyrene extinguisher offers greater pro- 
tection. 


Speed and force of application are important in fire fighting. Give 
the valve of this extinguisher a quarter turn and a strong stream dis- 
charges one gallon of vaporizing liquid in 55 seconds. 


Make sure that you have enough Pyrene one-gallon extinguishers to 
back up your smaller equipment. Write for folder No. 22. 


yrene A lanufacturing Compan 


NEWARK NEW JERSEY 


ATLANTA Gprene) CHICAGO 
KANSAS CITY ate SAN FRANCISCO 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





vember 15, 1938 Public Utilities Fortnightly 


Robertshaw greets the C. P Range 
and congratulates the Industry on its 
achievement in certified performance. 

The full significance of perfection 
is understood by Robertshaw who, in 
turn, has worked towards constantly 
greaterperfectioninoven-heat-control. 

The performance of Robertshaw 
Oven-Heat-Control is likewise certi- 
fied — by its history of wide accep- 
tance and national reputation. The 
perfection of Robertshaw Controls 
has made them worthy companions 


to the Industry's finest ranges. 


URBERTSHAW THERMOSTAT COMPANY Youngwood, Pa. 
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@ 1938A.T.A.CONVENTION e@ 


Tan sit 


TORONTO © OCTOBER 2toé 6 


Tunes Its Thinking 
10 the Times .. . 


HAT’S the theme of the 

1938 American Transit As- 
sociation convention — to be 
held at the Royal York Hotel, 
Toronto, Ontario, October 2 to 
6. 

In executive sessions de- 
voted to labor arbitration, 
legislative trends, and public 
relations activities — transit 
company officials will keep up 
to date on the newest develop- 
ments in these vital subjects. 


In a wide variety of 
“Business Clinics,” open fo- 
rums and committee meetings, 
transit company operating 
and maintenance men _ will 
check up on what is new in 
their respective fields, and 
garner many a money-saving 
and money-making idea to 
take home with them. 

And, after hours, delegates 
will discover a full measure of 
entertainment in the British 
manner, provided with the co- 
operation of the Canadian 
members of the A.T.A. 

This, the 57th annual con- 
vention of the Association, 
and the first ever to be held 


American Transit 


across the international 
boundary line, offers an un- 
paralleled opportunity for 
every transit executive to 
keep himself in tune with the 
times on every phase of the 
city transportation business. 

For further particulars and 
full program details, drop a 
line to Guy C. Hecker, Gen- 
eral Secretary, American Tran- 
sit Association. 





Note To Executives 


Over 75 per cent of the 
transit industry — as mea- 
sured by volume of busi- 
ness—holds membership in 
the American Transit Asso- 
ciation. (47 new member 
companies have joined in 
the past 18 months.) 

If perchance your own 
company is not a member, 
you are overlooking an op- 
portunity to operate your 
property more efficiently 
through the use of A.T.A. 
services. 

Full information on the 
privileges and cost of mem- 
bership may be obtained by 
writing Guy C. Hecker, 
General Secretary. 











Association 
292 Madison Avenue, New York, N. Y. 
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Hier Kinnear Steel Rolling Grille answers today’s need for 
greater, more efficient protection in commercial, industrial and 
public buildings. 

When closed and locked, it presents a barricade of heavy steel 
that defies intrustion—yet it does not shut off light, air or vision 
and is attractive in design. When not in use as a barrier, The Kin- 
near Rolling Grille is completely concealed. It coils quickly and 
easily out of the way above the opening .. . is always ready for 
instant use and takes no valuable floor or wall space. 

Built in any size and of any metal, The Kinnear Rolling Grille 
can be easily installed in any building, old or new. Ideal for 
doorways, windows and gateways, or for closing off corridors. 
Available for either motor or manual operation. 


Write for complete information on The Kinnear Rolling Grille. 


HE KINNEAR MANUFACTURING CO. 
1060-2080 FIELDS AVE. COLUMBUS, OHIO 
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Welding Goggles Chipping Goggles 


“SAFETY-SERVICE”’ 


A Quality Line of 


Accident-Prevention Equipment 


for Every Industrial Need! 


The “SAFETY-SERVICE” line is noted for “High Quality” and is 
a complete line of safety equipment necessary to safeguard your 
workmen against any and all sorts of industrial hazards—protection 
from head to foot, such as Goggles, Welding Glass, Helmets, Hoods, 
Gas Masks, Respirators, Protective Hand Cream, Lineman’s Rubber 
Gloves and Blankets, Floor Mats, Ladder Shoes, Wool Suits, also 
Gloves, Mittens, Sleevelets, Coats, Pants, one-piece Suits, Leggings 
and Aprons made of either Asbestos, 
Leather or Fire-Resisting materials, 
and a large number of mechanical de- 
vices, machine guards, signs, etc. 
Send us your orders for ALL Safety 
equipment items. Whatever your re- 
quirements are—we have it, and our 
prices are very reasonable. 
Write TODAY for copy of our general 
Catalog No. 10 on Accident-Prevention 
equipment. It helps solve your acci- 
‘ ry dent-prevention problems, by helping 
(T8203 you? ( py / you to select the proper device for a 
: a specific need. 


THE SAFETY EQUIPMENT SERVICE CO. 


Buell W. Nut, President 
1230 St. Clair Ave., CLEVELAND, OHIO 





Welding Glass 
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Rural lines, though low in first cost, 
must give unfailing service. Rural cus- 


tomers cannot countenance power inter- 


ruptions, and lines are often isolated 


and difficult to reach in an emergency. 


A.C.S.R. conduetors offer a combination 





of high strength, durability and high 
electrical conductivity. With Aluminum 
Cable Steel Reinforced, low cost lines can 


be built which assure reliability, and low 





maintenance costs. 


ALUMINUM COMPANY OF AMERICA 


2134 Gulf Bldg., Pittsburgh, Pennsylvania 
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They didnt plan it Aa/ way! 


Wiry scratch your head, Mister? 
What did you expect? 


If a lumberjack made a mess of crocheting a 
tea doily—would that surprise you? 


Would you expect a pastry cook to buck a 40- 
mile wind 60 stories in the air and rivet a 
girder? 


Then why be surprised when textbook theor- 
ists fall down on a plan for business recovery? 
To do any job well you've first got to know 
your job. Good intentions, earnestness, zeal— 
all fine, but not enough. 


Business planning demands brains schooled 
and tempered by business experience. 


If the nation were scourged by a terrible epi- 
demic wouldn’t we give every support, moral 
and otherwise, to the doctors? Or would we 
pillory them, bind them with thousands of 
new and unusual rules and regulations? 
Would we stir up bitter conflict between them 
and their nurses? Destroy faith in their pre- 
scriptions? 


Would we attempt to change their tested 


methods overnight—with patients dying? 
How foolish! 


So... after nine years ... why not ease upon 
the business manager a little . . . encourage 
him ... call off the white-haired boys with 
their white-hot speeches that throw the coun- 
try into a cold sweat? 


Why not give hustlers a chance to hustle? 


The businessmen of the country are ready to 
go to town... ready to battle that downward 
curve and bend it upward. They have the 
“know how” 
ahead.” 


“What Helps Business Helps You” is an axiom 
that applies to every man, woman and child 
in the land. Let’s help business help us all! 





This advertisement is published by 


NATION’S BUSINESS 


—a magazine devoted to interpreting business to itself, 


and bringing about a better pe ge of the ie 
cate relations of government ness. The Gt 


ublished here oe indicative tis its 5) spiciz and nd CONES : 


f NATI 
WASHINGTON Ded. 


a 





. .. all they need is the “go © 


temb 
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DAVEY TREE TRIMMING SERVICE 


Remove the Hazards 
@ Overhanging Limbs 
e@ Decaying Branches 


e@ Shattered Trunks 


e@ Dying Trees 


They lasted Always use dependable Davey Service 


5% LONGER | cavers servic 


HEN CHOSEN by TEST 


Street Lighting Globes, for years, were 
considered to have a life which was termi- 
nated by accidental dropping or by a 
small boy’s stone. 

Tests by Electrical Testing Laborato- 
ties disclosed the fact that strains in glass- 
ware constitute an important mortality 
factor. Globes selected by careful test 
were found to have a 25% longer life than 
“run of mine” globes, under identical con- 
ditions of service. 

For more than forty years, E. T. L. has 
been conducting research and tests on 
nearly everything that a modern utility 
buys, sells, services or uses. Our clients 
tell us that this makes their operations 
more economical. 


A pamphlet entitled “Fact is Sounder Than 
Fiction” will be sent on request. 









ELECTRICAL 
TESTING 
LABORATORIES 


East End Avenue and 79th Street 
New York, N.Y. 
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TRUCKS and 
TRAILERS 





1/2 TONS TO 15 TONS 


Gay GMC offers such an infinite variety of models, 
wheelbases, tire options, axle ratios in both trucks 
and trailers, at the same time giving users a choice 
_ between conventional or cab-over-engine types. 
See GMC for the answer to ANY haulage problem. 


: Our own Y.M.A.C. Time Payment Plan assures you of lowest available rates — 








eh “CAB Developed for utility line work by GMC 
{ 5 MAN CA engineers, Built entirely in GMC shops. 


, MOTORS TRUCK . : 


& COACH e@ DIVISION 
NG COMPANY © 6 PON 





eat 
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THEIR PURPOSE- 


To reduce your cost 
of Distribution 


ERE is a group of products, differing in 

application, but designed with a com- 

mon objective in mind—the lowering of elec- 
trical-distribution costs. 


J-M Electrical Products are offered in the 
belief that the best means to lasting distribu- 
tion economies lie in the installation of mate- 
rials that are in themselves permanent. Min- 
eralin composition, allJ-M Electrical Products 
are inherently durable . . . highly fire-resistant. 
Consider the following: 


TRANSITE CONDUIT, permanent, in- 
combustible and so strong it ends need 
for concrete envelopes, cuts installa- 
tion costs and saves on maintenance. 
TRANSITE KORDUCT is the thin- 
walled, economical yet equally perma- 
nent conduit for enclosure in concrete. 
J-M CABLE FIREPROOFING provid- 
ing maximum cable protection at 
minimum cost. Permanently effec- 
tive, easily and economically applied. 
ASBESTOS EBONY, the perfectly 
balanced material for switch- 
boards, switch bases, etc. 


JM 


TRANSITE ASBESTOS SHEETS, for 
years the leading fireproof material 
for switch barriers, fuse boxes, cell 
structures and similar applications. 


All of these products guarantee per- 
manent savings . . . savings that come 
with cheaper installation, reduced 
operating expense, virtual freedom 
from maintenance. Each installation 
aids in effecting notable reductions 
in your distribution investment. For 
complete details, write Johns- 
Manville, 22 East 40th Street, 
New York City. 


Johns-Manville 


ELECTRICAL PRODUCTS 
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PROFESSIONAL DIRECTORY 


© This page is reserved for engineers and engineering concerns especially equipped by 
experience and trained personnel to serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, design and construction. « « 














THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS e« VALUATIONS « REPORTS 


PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
CHICAGO - MILWAUKEE + NEW YORK - WASHINGTON ~ And Other Principal Cities 








oon HOLD, Bacon « David, anc. are orms 


CONSTRUCTION ° APPRAISALS 
Engineers 


OPERATING COSTS INTANGIBLES 
VALUATIONS AND REPORTS 


PHILADELPHIA NEW YORK DALLAS WASHINGTON 


CHICAGO 








SANDERSON & PORTER 
ENGINEERS 
VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 


CHICAGO NEW YORK 


SAN FRANCISCO 








BLACK & VEATCH 


CONSULTING ENGINEERS 


Appraisals, investigations and re- 
ports, design and supervision of con- 
struction of Public Utility Properties 


4706 BROADWAY KANSAS CITY, MO. 


JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 








EARL L. CARTER 
Consulting Engineer 
REGISTERED IN INDIANA AND NEW YORK 
PUBLIC UTILITY 
VALUATIONS AND REPORTS 
814 Electric Building Indianapolis, Ind. 


JENSEN, BOWEN & FARRELL 


Engineers 


Ann Arbor, Michigan 


Appraisals - Investigations - Reports 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








EDWARD J. CHENEY 
ENGINEER 


Public Utility Problems 


61 BROADWAY NEW YORK 











SPOONER & MERRILL, INC. 
Consulting Engineers 


Design—Supervision of Construction 
—Reports—Examinations—Valuations 


20 North Wacker Drive Chicago, Ill. 
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YOU'RE THE JUDGE 


You can sentence Darling products 
to hard labor for life 


There's no appeal from your decision on supplies and 
The large barrel of the equipment for your water-works system. Naturally, you 
oe tite want to decide in favor of efficient, trouble-free opera- 
Be dese Tidus dec tion. And when you choose Darling Valves and Fire 
other important advantages. Hydrants, you can be sure of a fair verdict . . . and of 
a long life-time of good performance. Darling Products 
have what it takes to stand up—even where the work 
is hardest. 


In all parts of the country, Darling users are Darling 
boosters. Trouble-free performance and reduced main- 
tenance cost go hand in hand with every Darling in- 
stallation. 


It will be worth your while to talk your problems over 
with the nearest Darling representative. Chances are he'll 
be able to suggest an answer that will save you plenty 
of money and worry. 


DARLING VALVE & MANUFACTURING CO 
Darling Valves are the wi L LIAM Ss PO RT, PA. 
ra sc eds Representatives in: 
4 s New York Philadelphia Pittsburgh Evanston, 
Houston Oklahoma City Toledo 


Among the many advantages 
of the Darling Fire Hydrant is 
the accessibility of all working 


parts through the top of the 

hydrant which assures minimum é 

maintenance cost. 

Darling Valves are the choice 

of those who insist on PER- 4 
FORMANCE. 

For sewage disposal and filtra- 

tion plants, Darlin Gate ( 
Valves give better performance GATE VALVES AN ) FIRE HYDRANT , 
with improved principles of 


operation. 
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ese Handier RIGZID re Vises 
tlp Reduce 
ur Job Costs 


‘A glance of your trained 
eye shows you how the 
many neat features of 
| RIZID Vises combine 
to save a workman's time— 
at so much per hour. Sav- 
ings that soon pay for the 
vise and help your achievements in cost-cutting. 


Every vise has a handy pipe rest. And a handy pipe 
bender that speeds that operation. Post vises are 
equipped with handy holders for oil can or dope pot. 
Vise stands have handy tool trays. 


"No-Mar" jaws on 2" and 2!/," yoke vises save costly 
damage to nickel plated or polished brass pipe. 


These are ruggedly built vises that give you years of hard service 
at no higher prices than ordinary featureless vises. 


The FRIEZER0 Vise line includes yoke vises in bench, post, kit and 
stand models; chain vises in bench, post and stand models; capa- 
cities to 5". 


For steady economies, buy FRILZ230ID Pipe Vises from your Supply 
House. 


The Ridge Tool Co., Elyria, Ohio 


n't forget that the RIFQID saves you 75% of your 
pipe wrench repairs 


That housing guarantee means business — we 
were asked to replace less than a hundred last 
year, out of millions in use. 


Felis [[D PIPE TOOLS 
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Meet One of America’s Most Popular 
Rural Power Salesmen 


INCE the first of the year, Bill Howard, 

rural power salesman, has talked to nearly 
a quarter of a million farm people—an aver- 
age of 1600 a day. His job is to show. farmers 
already connected to.a high line that the 
more electricity they use, the cheaper it be- 
comes, and the more profits it makes for them. 


Bill is the ideal salesman, for he entertains 
as he sells. He’s the hero in General Electric’s 
new all-talking motion picture, “Bill Howard, 
R.F.D.” In a gripping story, Bill discovers 
that electricity can solye his two major prob- 
lems: how to get more profit from his farm, 
and how to make country life attractive to 
his son, That the picture makes warm friends 
for electricity is proved by. hundreds of com- 
ments like—“It’s better than.a real movie.” 


Bill Howard is just one part of the complete 
program which General Electric has made 


available to: power companies to help sell g 
fuller use of electricity on*the’farm. The pro- 
gram also includes a 52-page manual on how 
to’electrify the farm and rural-home, wéitter 
by a farmer for farmers, a series of sound 
slidefilms and booklets on Farm Wiring, 
Lighting, Refrigeration, Soil Heating, ete, a 
fascinating new publication showing how to 
use electric motors on the farm, and an e&- 
tensive advertising campaign in state farm 
papers. 


This year, 150,000 farms will be connected © 


electric’ service. To help them—and the 
1,250,000 farm families already connected— 
to use their new servant intelligen:ly and 
economically, is the object of this timely 
program. This promotion is *but one of the 
many “extra” services that fesult from 
placing your orders with General ! lectric 


GENERAL @ 





